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AMENDING CONSTITUTION RELATIVE TO TAXES ON 
INCOMES, INHERITANCES, AND GIFTS 


WEDNESDAY, AUGUST 6, 1958 


House or REPRESENTATIVES, 
SuBcoMMiIrree No. 3 oF THE 
CoMMITTEE ON THE JUDICIARY, 
Washington, D. C. 


The subcommittee met, pursuant to notice, at 10:30 a. m., in room 
346, Old House Office Building, Hon. William M. Tuck presiding. 
Present: Representatives Tuck (presiding), Cramer, and Libonati. 

Also present: Cyril F. Brickfield, counsel, 

Mr. Tuck. The committee will please come to order. 

The committee has before it for consideration House Joint Reso- 
lution 68, House Joint Resolution 141, House Joint Resolution 171, 
House Joint Resolution 256, and House Joint Resolution 259, pro- 
posing an amendment to the Constitution of the United States rela- 
tive to taxes on incomes, inheritances, and gifts. 

(The bills referred to are as follows:) 


[H. J. Res. 68, 85th Cong., 1st sess.] 


JOINT RESOLUTION Proposing an amendment to the Constitution of the United States 
relative to taxes on incomes, inheritances, and gifts 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled (two-thirds of each House concurring 
therein), That the following article is hereby proposed as an amendment to 
the Constitution of the United States which shall be valid to all intents and 
purposes as part of the Constitution when ratified by the legislatures of three- 
fourths of the several States: 


“ARTICLE — 


“Section 1. The sixteenth article of amendment to the Constitution of the 
United States is hereby repealed. 

“Sec. 2. The Congress shall have power to lay and collect taxes on incomes, 
from whatever source derived, without apportionment among the several States, 
and without regard to any census or enumeration. The maximum top rate (a 
term which shall mean the aggregate of all top rates) of all taxes, duties, and 
excises which the Congress may lay or collect on, with respect to, or measured 
by, income shall not exceed 25 per centum: Provided, however, That the Con- 
gress by a vote of three-fourths of all the Members of each House may fix such 
a maximum top rate in excess of 25 per centum, for periods, either successive 
or otherwise, not exceeding one year each, if such rate so fixed does not exceed 
the lowest rate (a term which shall mean the aggregate of all lowest rates) by 
more than fifteen percentage points. Subject to the foregoing limitations, the 
rates of tax applicable to the incomes of individuals may be different from the 
rates applicable to the incomes of corporations, which term shall include also 
associations, joint stock companies, and insurance companies. The determina- 
tion of income subject to tax shall be by uniform rules of general application 
which shall not vary with the size of the income. 
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“Sec. 3. The Congress shall have no power to lay or collect any tax, duty, 
or excise with respect to the devolution or transfer of property, or any interest 
therein, upon or in contemplation of or intended to take effect in possession or 
enjoyment at or after death, or by way of gift. 

“Seo. 4. Sections 1 and 2 shall take effect at midnight on the 3ist day of 
December following the ratification of this article. Nothing contained in this 
article shall affect the power of the United States after said date to collect any 
tax on, with respect to, or measured by, income for any period ending on or 
prior to said 31st day of December laid in accordance with the terms of any 
law then in effect. 

“Sec. 5. Section 3 shall take effect at midnight of the day of ratification of 
this article. Nothing contained in this article shall affect the power of the 
United States after said date to collect any tax with respect to any devolution 
or transfer occurring prior to the taking effect of section 3, laid in accordance 
with the terms of any law then in effect.” 


[H. J. Res. 141, 85th Cong., 1st sess.] 


JOINT RESOLUTION Proposing an amendment to the Constitution of the United States 
relative to taxes on incomes, inheritances, and gifts 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled (two-thirds of each House concurring therein), 
That the following article is hereby proposed as an amendment to the Constitu- 
tion of the United States, which shall be valid to all intents and purposes as part 
of the Constitution when ratified by the legislatures of three-fourths of the several 
States : 

“ARTICLE — 


“Section 1. The sixteenth article of amendment to the Constitution of the 
United States is hereby repealed. 

“Src. 2. The Congress shall have power to lay and collect taxes on incomes, 
from whatever source derived, without apportionment among the several States, 
and without regard to any census or enumeration. The maximum top rate (a 
term which shall mean the aggregate of all top rates) of all taxes, duties, and 
excises which the Congress may lay or collect on, with respect to, or measured 
by, income shall not exceed 25 per centum: Provided, however, That the Congress 
by a vote of three-fourths of all the Members of each House may fix such a 
maximum top rate in excess of 25 per centum, for periods, either successive or 
otherwise, not exceeding one year each, if such rate so fixed does not exceed 
the lowest rate (a term which shall mean the aggregate of all lowest rates) 
by more than fifteen percentage points. Subject to the foregoing limitations, 
the rates of tax applicable to the incomes of individuals may be different from 
the rates applicable to the incomes of corporations, which term shall include 
also associations, joint stock companies, and insurance companies. The de- 
termination of income subject to tax shall be by uniform rules of general applica- 
tion which shall not vary with the size of the income. 

“Sec. 3. The Congress shall have no power to lay or collect any tax, duty, or 
excise with respect to the devolution or transfer of property, or any interest 
therein, upon or in contemplation of or intended to take effect in possession or 
enjoyment at or after death, or by way of gift. 

“Sec. 4. Sections 1 and 2 shall take effect at midnight on the 31st day of 
December following the ratification of this article. Nothing contained in this 
article shall affect the power of the United States after said date to collect any 
tax on, with respect to, or measured by, income from any period ending on or 
prior to said 31st day of December, laid in accordance with the terms of any 
law then in effect. 

“Sec. 5. Section 3 shall take effect at midnight of the day of ratification of 
this article. Nothing contained in this article shall affect the power of the United 
States after said date to collect any tax with respect to any devolution or trans- 
fer occurring prior to the taking effect of section 3, laid in accordance with the 
terms of any law then in effect.” 
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[H. J. Res. 171, 85th Cong., 1st sess.] 


JOINT RESOLUTION Proposing an amendment to the Constitution of the United States 
relative to taxes on incomes, inheritances, and gifts 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled (two-thirds of each House concurring therein). 
That the following article is hereby proposed as an amendment to the Constitution 
of the United States which shall be valid to all intents and purposes as part of 
the Constitution when ratified by the legislatures of three-fourths of the several 
States: 

“ARTICLE — 


“SECTION 1. The sixteenth article of amendment to the Constitution of the 
United States is hereby repealed. 

“Sec. 2. The Congress shall have power to lay and collect taxes on incomes, 
from whatever source derived, without apportionment among the several States, 
and without regard to any census or enumeration. The maximum top rate 
(a term which shall mean the aggregate of all top rates) of all taxes, duties, and 
excises which the Congress may lay or collect on, with respect to, or measured by, 
income shall not exceed 25 per centum: Provided, however, That the Congress 
by a vote of three-fourths of all the Members of each House may fix such a maxi- 
mum top rate in excess of 25 per centum, for periods, either successive or other- 
wise, not exceeding one year each, if such rate so fixed does not exceed the lowest 
rate (a term which shall mean the aggregate of all lowest rates) by more than 
fifteen percentage points. Subject to the foregoing limitations, the rates of tax 
applicable to the incomes of individuals may be different from the rates applica- 
ble to the incomes of corporations, which term shall include also associations, 
joint stock companies, and insurance companies. The determination of income 
subject to tax shall be by uniform rules of general application which shall not 
vary with the size of the income. 

“Sec. 3. The Congress shall have no power to lay or collect any tax, duty, or 
excise with respect to the devolution or transfer of property, or any interest 
therein, upon or in contemplation of or intended to take effect in possession or 
enjoyment at or after death, or by way of gift. 

“Sec. 4. Sections 1 and 2 shall take effect at midnight on the 31st day of 
December following the ratification of this article. Nothing contained in this 
article shall affect the power of the United States after said date to collect any 
tax on, with respect to, or measured by, income for any period ending on or 
prior to said 31st day of December laid in accordance with the terms of any 
law then in effect. 

“Sec. 5. Section 3 shall take effect at midnight of the day of ratification of 
this article. Nothing contained in this article shall affect the power of the 
United States after said date to collect any tax with respect to any devolution 
or transfer occurring prior to the taking effect of section 3, laid in accordance 
with the terms of any law then in effect.” 


[H. J. Res. 256, 85th Cong., 1st sess.] 


JOINT RESOLUTION Proposing an amendment to the Constitution of the United States 
relative to taxes on incomes, inheritances, and gifts 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled (two-thirds of each House concurring therein), 
That the following article is hereby proposed as an amendment to the Constitution 
of the United States, which shall be valid to all intents and purposes as part of 
the Constitution when ratified by the legislatures of three-fourths of the several 
States : 

“‘ ARTICLE— 


“Section 1. The sixteenth article of amendment to the Constitution of the 
United States is hereby repealed. 

“Sec. 2. The Congress shall have power to lay and collect taxes on incomes, 
from whatever source derived, without apportionment among the several States, 
and without regard to any census or enumeration. The maximum top rate (a 
term which shall mean the aggregate of all top rates) of all taxes, duties, and 
excises which the Congress may lay or collect on, with respect to, or measured 
by, income shall not exceed 25 per centum: Provided, however, That the Con- 
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gress by a vote of three-fourths of all the Members of each House may fix such 
a maximum top rate in excess of 25 per centum, for periods, either successive or 
otherwise, not exceeding one year each, if such rate so fixed does not exceed the 
lowest rate ( a term which shall mean the aggregate of all lowest rates) by more 
than fifteen percentage points. Subject to the foregoing limitations, the rates of 
tax applicable to the incomes of individuals may be different from the rates 
applicable to the incomes of corporations, which term shall include also asso- 
ciations, joint stock companies, and insurance companies. The determination of 
income subject to tax shall be by uniform rules of general application which shall 
not vary with the size of the income. 

“Sec. 8. The Congress shall have no power to lay or collect any tax, duty, 
or excise with respect to the devolution or transfer of property, or any 
interest therein, upon or in contemplation of or intended to take effect in pos- 
session or enjoyment at or after death, or by way of gift. 

“Sec. 4. Sections 1 and 2 shall take effect at midnight on the 31st day of 
December following the ratification of this article. Nothing contained in this 
article shall affect the power of the United States after said date to collect any 
tax on, with respect to, or measured by, income from any period ending on or 
prior to said 3ist day of December, laid in accordance with the terms of any 
law then in effect. 

“Sec. 5. Section 3 shall take effect at midnight of the day of ratification of 
this article. Nothing contained in this article shall affect the power of the 
United States after said date to collect any tax with respect to any devolution 
or transfer occurring prior to the taking effect of section 3, laid in accordance 
with the terms of any law then in effect.” 


{H. J. Res. 259, 85th Cong., 1st sess. ] 


JOINT RESOLUTION Proposing an amendment to the Constitution of the United States 
relative to taxes on income, inheritances, and gifts 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled (two-thirds of each House concurring therein), 
That the following article is hereby proposed as an amendment to the Constitu- 
tion of the United States, which shall be valid to all intents and purposes as 
part of the Constitution when ratified by the legislatures of three-fourths of 
the several States: 

“ARTICLE — 


“SecTion 1. The sixteenth article of amendment to the Constitution of the 
United States is hereby repealed. 

“Sec. 2. The Congress shall have power to lay and collect taxes on incomes, 
from whatever source derived, without apportionment among the several States, 
and without regard to any census or enumeration. The maximum top rate (a 
term which shall mean the aggregate of all top rates) of all taxes, duties, and 
excises which the Congress may lay or collect on, with respect to, or measured 
by, income shall not exceed 25 per centum: Provided, however, That the Con- 
gress by a vote of three-fourths of all the Members of each House may fix such 
a maximum top rate in excess of 25 per centum, for periods, either successive or 
otherwise, not exceeding one year each, if such rate so fixed does not exceed the 
lowest rate (a term which shall mean the aggregate of all lowest rates) by more 
than fifteen percentage points. Subject to the foregoing limitations, the rates 
of tax applicable to the incomes of individuals may be different from the rates 
applicable to the incomes of corporations, which term shall include also associa- 
tions, joint stock companies, and insurance companies. The determination of 
income subject to tax shall be by uniform rules of general application which 
shall not vary with the size of the income. 

“Sec. 3. The Congress shall have no power to lay or collect any tax, duty, or 
excise with respect to the devolution or transfer of property, or any interest 
therein, upon or in contemplation of, or intended to take effect in possession or 
enjoyment at or after death, or by way of gift. 

“Sec. 4. Sections 1 and 2 shall take effect at midnight on the 31st day of 
December following the ratification of this article. Nothing contained in this 
article shall affect the power of the United States after said date to collect any 
tax on, with respect to, or measured by, income from any period ending on or 
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prior to said 31st day of December, laid in accordance with the terms of any law 
then in effect. 

“Sec. 5. Section 3 shall take effect at midnight of the day of ratification of 
this article. Nothing contained in this article shall affect the power of the 
United States after said date to collect any tax with respect to any devolution 
or transfer occurring prior to the taking of effect of section 3, laid in accordance 
with the terms of any law then in effect.” 


STATEMENT OF HON. EMANUEL CELLER, A REPRESENTATIVE IN 
CONGRESS FROM THE 11TH CONGRESSIONAL DISTRICT OF THE 
STATE OF NEW YORK 


Mr. Tuck. We are greatly honored this morning by having with us 
the distinguished chairman of the Committee on the Judiciary of the 
House of Representatives, Hon. Emanuel Celler, of the great State of 
New York. 

Mr. Cretiter. Thank you very much, Mr. Chairman. It is always a 
pleasure to associate myself with you and the great State of Virginia; 
and with Mr. Libonati from the great State of Illinois. 

I am here to say just a few words on House Joint Resolution 141 
and similar bills providing for a constitutional amendment restricting 
Federal taxing powers to a maximum rate of 25 percent. 

In recent years there has been intense activity on behalf of an 
amendment to the Constitution of the United States which would limit 
the power of Congress to impose income, estate, and gift taxes to a 
maximum rate of 25 percent. This effort began in 19: 39, some 19 years 
ago, when the state of the world and the country was very different 
from what it is now. Under the original proposals, the only exception 
to the limitation would be “in time of war” through annual actions by 
Congress. Under more recent variations, Congress would be permitted 
to increase the limit, again by annual action, provided that the gap 
between the maximum rate so fixed does not exceed the lowest rate by 
more than 15 percent. 

I should like to state at the outset that I am in favor of lower taxes. 
I would very much like to see my own taxes lowered and I am whole- 
heartedly in favor of meaningful action to reduce Government expendi- 
tures. I believe that domestic expenditures could be reduced. I also 
think it very likely that there has been waste in our military estab- 
lishments and that expenses for military purposes could be reduced 
materially without impairing our national defense. But I also recog- 
nize that the tax problem is an extraordinarily difficult one. 

I have no deaks of the well-intended motives of those who favor 
the tax limitation amendment and their belief that it will result in a 
reduction of Federal expenditures. It is well to test their views in 
a hearing of this sort. Mayhap the rigid and restrictive standards 
that are set forth in the proposals which are before the subcommittee 
this morning are necessary. I do not presume to know. It is indeed 
strong medicine. 

House Joint Resolution 141 and the other bills provide for a 25-per- 
cent limit on income taxes and complete repeal of the estate and gift 
tax. It also provides in the form of an escape clause a provision under 
which Congress, upon a favorable vote of three-fourths of each House, 
may at any time raise the 25-percent limit to any figure it chooses, 
provided that the spread between the minimum and maximum rates 

81703—58——2 
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does not exceed 15 percent. Thus, if a minimum rate of 25 percent is 
set, the maximum rate can be 40 percent; if the minimum is 20 percent, 
the maximum is 35 percent; if the minimum is 35 percent, the maxi- 
mum is 50 percent. The 25-percent limitation might result in a great 
revenue loss to the Federal Government. Estimates of the actual 
revenue loss that would be suffered are difficult to appraise, because 
the actual loss that will be incurred will depend on whether or not any 
added stimulus provided by the reduced rates will tend to make up the 
loss either in whole or in part. Some people in favor of this measure 
argue that there would be actually no loss whatsoever, while others, 
opponents of the measure, make computations of estimates, on the 
assumption that there would be no business gain whatsoever. Admit- 
tedly, it is very difficult to do much more than guess just what the 
mathematical revenue loss would be, disregarding any increased busi- 
ness and any revenue that would flow from reduced taxes. 

Finally, I am happy to see here our old friend Prof. Dan Casey, 
formerly of Geor getown University and now head of the American 
Taxpayers Association. I am happy to see him here this morning to 
testify. 

Professor Casey is an excellent publicist and economist. On many 
occasions I sought his advice and counsel on economic questions and 
have been greatly rewarded therefrom. 

I ask you to pay heed to him. He usually has something worthwhile 
to relate. 

Years ago I was enamoured with the idea of this proposal of tax 
limitation and actually offered a bill to effectuate the idea. I think 
differently today. Maybe I am wrong now and was right before; 
none of us are infallible. Perhaps Prof. Dan Casey is right now. 
Who knows? 

In any event, he will have something useful and wise to tell you. 
Lend him an attentive ear. 

Professor Casey is accompanied by Mr. Albert F. Metz, of New 
Jersey. Mr. Metz is an officer of the American Taxpayers Association, 
its president, and he is also the chief executive officer of the Okonite Co. 
T have known him also many years. 

He is also a tax expert and he has devoted much time and energy 
to this proposal of constitutional tax limitation. He is a sincere, 
ardent, intelligent advocate. I am happy to call him, as well as Dan 
Casey, my fr iend. I am sure that it will repay you to give them both 
your most respectful consideration. 

Mr. Tuck. Thank you, Mr. Chairman. 

Mr. Cetter. Thank you very much and you will forgive me if I 
have to rush off. 

Mr. Tuck. Are there any questions ? 

(No response. ) 

Mr. Tuck. We thank you very much, Mr. Chairman, and your testi- 
mony on this proposal will be given consideration. 

Mr. Cetter. Thank you very much. 


STATEMENT OF DANIEL E. CASEY, AMERICAN TAXPAYERS 
ASSOCIATION, WASHINGTON, D. C. 


Mr. Tuck. Professor Casey, we will be glad to hear from you. 
Mr. Casey. Thank you very much, Mr. Chairman. 
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Mr. Tuck. We are very glad to have you with us, Professor, and 
we will now be delighted to hear from you. 

Mr. Casry. Thank you, Mr. Chairman. 

I would like to say I appreciate the very kind introduction which 
my good friend, Congressman Celler, has given me. Our associations 
over the years have been most pleasant and it has been one of the most 
rewarding experiences I have ever had. 

I would also at this time like to go on record publicly as expressing 
our appreciation for the genuine and wholehearted support and co- 
operation we have had from the excellent staff of the committee over a 
good many years. 

Mr. Tuck. Thank you, Professor Casey, the committee and its staff 
are appreciative of those remarks. 

Mr. Casry. Mr. Chairman and members of the committee, we natu- 
‘ally support the five joint resolutions which have been introduced and 
which are now before this committee for consideration. But before 
getting on to that, I think it might be well to pass judgment on the 
merits of such a proposal so as to understand the issue that is presented 
here. 

What is proposed; who advocates it and why; what results reason- 
ably may be expected to flow from its adoption should it be adopted, 
and so on. 

The answers to most of these questions are reasonably clear and I 
will try to record them for the benefit of the committee. 

At the outset let me state that this association which I represent 
and of which Mr. Metz is the president, represents a cross section of 
taxpayers in all brackets. Its membership includes taxpayers in every 
State and the District of Columbia. From this truly representative 
group we have received the suggestions that are incorporated in the 
accompanying rec ommendations. But further, irrespective of any 
special interests our members may have, the association has always 
considered fiscal policies with a view to the best interests of the whole 
economy and the common good, rather than to the special interests of 
any individual or group. 

It might be well for a moment to consider just what has taken 
place in the field of Federal taxation during the past 45 years, 
because it was just 45 years ago, in 1913, that Congress abandoned 
the traditional sources of revenue and enacted the first income tax 
in the Revenue Act of October 3, 1913. 

In the brief span of time that has since elapsed, the individual 
ao tax rate has risen from 1 percent, with a maximum rate of 

7 percent on incomes of $500,000 and over, to a starting rate of 20 
percent with a combined normal and surtax rate of 91 percent on 

taxable income of $200,000, and over. The corporate rate has risen 
from 1 percent to a combined normal and surtax of 52 percent. The 
individual exemption has shrunk from $3,000 in 1913 values to $600 
in 1958 values. The number of individual taxpayers has grown from 
about 350,000 to 56 million. Excise taxes have spread to almost every 
item in our daily lives—and the rates in many cases have more than 
doubled. Within this 45-year period the Congress has enacted 41 
major revenue acts, together with some 300 miscellaneous revenue 
statutes. The result is that our Federal tax laws have mushroomed 
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from a few simple provisions to a body of highly technical law of 
over 400,000 words. 

In short, within the period of only 45 years, our Federal tax sys- 
tem has become the largest, the most confusing, and the most complex 
in the world. 

Our whole tax structure is now shockingly lopsided, awfully un- 
wieldy, painfully unfair, and yet year after year Congress has piled 
tax rise on top of tax rise. Today, our Nation’s total tax bill is 30 
percent higher than during the worst days of World War II. Taxes 
are loaded as never before with dynamite—political, economic, social, 
and moral. 

There is something topsy-turvy when businessmen from coast to 
coast admit their main occupation today is not boosting their earn- 
ings but reducing their taxes. I repeat, there is something topsy- 
turvy about our tax system when the businessman has to devote the 
major part of his activity toward determining whether it is good 
for his business to expand, contract, or whether he should liquidate, 
and the determining factor is always what the tax will be. 

In that connection I recall a short time ago I had a meeting in 
Chicago with a very wealthy man who is getting along in years and 
he pointed out to me very effectively what these heavy tax rates mean 
to his business. He said, “We happen to have 7 or 8 locations down 
in the Loop that have buildings, some of them not very good. We 
had a proposition that if we “would remodel these buildings, they 
would give us a 99-year lease or a 999-year lease, which is the cus- 
tomary span,” and he said, “The terms of the lease and the rate of 
compensation were attractive. I talked then with my engineers and 
staff and we discussed it over and we found that we would have an 
income of around 4 percent.” 

And he said further, “That was satisfactory to me. But when my 
tax attorney went to work on it, he said that the income would bring 
me into another bracket so that the net return would be less than 
3 percent.” 

“Now,” he said, “I am satisfied with 4 percent but I cannot afford 
to put my money in and tie it up in buildings and a project of this kind 
in that amount. Furthermore, I have not many more years to live and 
I have got to have my estate in fair ly liquid condition upon my death.” 

He said further, “To pay the estate tax they would have to liquidate 
some of these properties. The Government won’t take a building and 
they won’t take stock, they have got to have cash.” 

“Now,” he said, “in order to provide that cash the property is adver- 
tised and we have a distress sale and everybody knows that the property 
is being sold for tax purposes and the value is pounded down to far less 
than what the value actually is.” 

“And so,” he said, “I have to put a large amount of my money in 
Chicago municipals and Illinois tax exempts. There is a daily market 
in them and I know that I can dispose of them up to a certain amount 
without affecting unduly or depressing the market in any way at all.” 

He said further, “I would prefer to have my money in this kind of 
project and similar projects that have been presented to me. As far 
as I am concerned, I can live off of my own fat, I have nothing to worry 
about but I am thinking of the people that want jobs. We would have 
to get steel, bricks, and other building materials and that would make 
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jobs, there would be jobs for bricklayers, carpenters, and so on; and the 
drug company would buy a whole lot of fixtures and showcases and 
soda fountains and there would be hundreds of jobs for people that 
need them and badly. But your tax laws absolutely prohibit me from 
undertaking a project of this kind.” al 

Now, Mr. Chairman and gentlemen of the committee, I think this is 
a striking example. And also I drove down to your State of Virginia, 
Mr. Chairman, and I saw a plant going up, being constructed to give 
jobs to 350 or 400 additional people. The investment in that project 
will amount to around $5,500,000. 

Where is that money coming from? Where is the capital coming 
from to enable this company to construct this building and give these 
jobs to these people? 

There are only three sources: They either have got to come out of the 
retained earnings and savings of the corporation ; out of the savings of 
hundreds, yes, thousands of small individuals who have been able to 
save a few dollars over the years; or they have to be financed by the 
Government, which brings us right down to socialism. 

We have any number of instances that have been called to our atten- 
tion by our members over the years—I might say in passing, Mr. Chair- 
man, that we were organized in 1922 and we were incorporated under 
the membership corporation laws of the State of New York in 1932. 
Our headquarters have been here in Washington that entire period of 
time and, incidentally, in the same building in which we started in 
1922, in the Munsey Building. 

Getting back now to the question of our present tax situation: 

The legislative processes by which our tax laws are being enacted 
must be reexamined. We desperately need a major overhauling of our 
entire tax structure, and we need it now. 

Federal taxes today, because of their size, their incentive-killing 
design, and the deceptive way in which they are applied, stand as a 
kind of a triple threat to the future of America. 

Since the end of World War II, more than half of all of the profits 
which American industry has earned have been brought back into 
the business to support its growth; for growth is as essential to enter- 
prise as it is to human beings, particularly in infancy. That is the 
reason why the mortality rate among new businesses 1s so enormous, 
because you know as well as I do, and probably better than I do, that 
the small-business man today just cannot get the capital that he needs. 
His stock is not listed on any exchange. He does not have the credit 
standing which the larger corporations have and he is forced to resort 
to debt financing rather than equity financing and usually that results 
in bankruptcy within a short period of time. 

The principal complaints that we have had are about the excessive 
rates of the individual and corporation income taxes and the princi- 
pal counts in the indictment that has been presented to us against these 
excessive rates may be summarized in this way : 

They are a serious impediment to economic growth because they 
lessen the incentive to produce; they impair the capacity to save and the 
willingness to save, thereby slowing up the rate of capital formation, 
which is the indispensable economic condition necessary for growth; 
they distort business decisions by compelling undue attention to the 
tax consequences of these decisions; they divert the time and energy 
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of business executives from management problems to tax problems, 
and I think this phase of the situation will be discussed in more detail 
by the president of our association who follows me, Mr. Metz; and, 
finally, they impair the t: axpayers’ morale. 

Mr. Tuck. Professor Casey, if you will allow the interruption, do 
you know whether or not there are legislatures of several States who 
have taken actions in respect to these proposals or similar proposals; 
and if so could you tell us what action has been taken by the States / 

Mr. Casey. Yes, sir. I have the figures right here, Congressman, 
and I will be glad to supply them. 

There are 31 States where both branches of the legislatures adopted 
joint resolutions. In addition to those 3 > branch of the 
legislature in 6 additional States adopted Ss al 

Mr. Tuck. Would you mind listing the States for the record ? 

Mr. Casry. Yes, I will be very glad to give them to the reporter to 
put in the record. I think they are : already in the committee records, 
in a study that was made some time ago, a staff study on this particular 
subject but I would be glad to furnish them for this record. This is 
the record as we have it as of the moment. 











| Number Number 
| Population jofcongres- Population of congres- 
State (1957) sional State (1957) sional 
Represent- Represent- 
atives atives 
Alabama. -- ace 3, 151, 000 9 New Mexico. 830, 000 2 
Arkansas 1, 768, 000 6 Oklahoma 2, 277, 000 6 
Delaware. .--_- 438, 000 1 Pennsylvania 11, 043, 000 30 
Florida 4, 098, 000 8 Rhode Island 862, 000 2 
Georgia. -_- 3, 779, 000 10 South Carolina 2, 370, 000 6 
Idaho 640, 000 2 Texas 9, 138, 000 21 
Indiana 4, 533, 000 il Utah 851, 000 2 
Illinois_ .- 9, 6 37, 000 25 Virginia 3, 797, 000 10 
Iowa... 2 799, 000 8 Wisconsin 3, 862, 000 10 
Kansas 2, 136, 000 6 W yoming_ . 316, 000 | 
Kentucky - - 3, 040, 000 8 
Louisiana 3, 068, 000 8 Total... 98, 814, 000 256 
Maine 943, 000 3 
Massachusetts 4, 866, 000 14 California 13, 922, 000 30 
Michigan 7, 803, 000 18 Colorado_.. 1, 673, 000 4 
Mississippi- 2. 185, 000 6 Maryland 2, 895, 000 7 
Montana 666, 000 2 New York 15, 888, 000 43 
Nebraska 1, 452, 000 4 Ohio 9. 200. 000 23 
Nevada 267, 000 l lennessee . - 3, 463, 000 
New Hampshire--- 572, 000 2 
New Jersey.-- 5, 627, 000 14 Total 47, 041, 000 Lif 


1 


Total population of the 2 groups in 1957, 145,855,000 
Total congressional Representatives of the 2 groups, 372. 
Total Senators of the 2 groups, 74 


Mr. Tuck. As I recall it, and would you verify it, the State of 
Virginia was among those States. 

Mr. Casey. Yes; Virginia adopted, on February 21, 1952, a resolu- 
tion. I was rather interested in a statement that was made by one of 
the senators at that time when the resolution was up for discussion. 

There was considerable argument there and he said, “Well, I am a 
farmer from the Eastern Shore and a good many of you gentlemen 
are also farmers and I think this is probably the only way that we can 
cut down unnecessary expenditures. You all know as well as I do that 
if you take away the swill the hogs will not fatten; and the senate 
adopted that resolution unanimously in 1952 
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Mr. Tuck. Professor Casey, what are some of the arguments that 
are used against this proposal or similar proposals? 

Mr. Casry. I beg your pardon, Mr. Chairman. 

Mr. Tuck. What are some of the reasons assigned against the 
proposal ? 

Mr. Casey. The main objection we have heard is the statement that 
it is a rich man’s tax bill, which, of course, is not so. 

There are others who say that it puts shackles upon the Federal 
Government and limits it, that it is not sufficiently flexible to enable 
the Federal Government to finance its activities. Of course, our 
position is that a great many of these activities should not be financed 
and that it might ‘be a good thing to put some shackles on them. 

Also, they say that it will hit the low-income man. 

Well, Congressmen, in the low-income brackets in the figures which 
I have here, 3 out of 4 of the income-tax payers according to the latest 
figures of the Internal Revenue Service are only subject to the 20 
percent, the starting rate, 3 out of every 4. The rate under the pro- 
gressive taxation which they like to talk about hits 50 percent when 
you get toa $16,000 income. Now, if 

Mr. Tuck. Excuse me—were you finished, Professor ? 

Mr. Casey. Go ahead, Mr. Chairman, I am sorry. 

Mr. Tuck. Is it not true that at least in some of the legislative pro- 
posals it is provided that the restrictions may be removed in case the 
country is actually engaged in war ? 

Mr. Casey. Yes; the resolutions adopted by the State legislatures, 
Congressmen, simply ask Congress to submit to the States for ratifica- 
tion an amendment which will carry out the provisions of their resolu- 
tions. In other words, they are yielding to Congress, and properly so, 
the right to set the terms under which this proposal should be ‘sub- 
mitted and the rates and the other accompanying conditions which are 
incorporated in these five joint resolutions that we are considering 
this morning. 

I would like to insert at this time a few figures to show you how 
popular this movement has become. 

Of the 31 State legislatures whose 2 branches passed joint resolu- 
tions, they have a population, according to the figures we obtained 
last week from the Census Bureau, of 98,814,000 with 256 Congressmen 
in Washington representing them. 

Six additional States in which one branch of the legislature adopted 
such a resolution have 47,041,000 population with 116 Representatives 
in the House in Washington. The total of both groups represents a 
population of 145,855 ,000 out of approximately 170,000,000 population 
today, with a representation of 372 in the House and 74 in the Senate. 
I would say that is a pretty fair section of the population represented 
by their elected members of the State legislatures and by their repre- 
sentatives in Washington. 

Mr. Lisonatt. Professor, may I interrupt you? 

Mr. Casry. Yes, Congressman. 

Mr. Lizonatt. Is there any consideration given to the responsibility 
of the Congress to give services and especially to finance our defense 
in times of peril ? 

Mr. Casry. Well, Congressman, these bills take that into considera- 
tion. There is provision in each one of these, and the language is 
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identical in all five of them, there is a provision in there, “In times 
of emergency” or “In times of war” and so on, that this limit may be 
changed whenever Congress so desires. 

Mr. Lisonatt. Is it provided that it would have to be changed by 
a three-fourths vote? 

Mr. Casey. That is right. 

Mr. Liponarti. Professor, did anyone discuss the proposition that 
they should make it a joint rule of the Senate and the House on limi- 
tation, instead of submitting it to a rigid constitutional limitation? 

Mr. Casey. Congressman, “I would like to answer that in this way. 

The chairman of your committee, Mr. Celler, introduced the original 
resolution in Congress in 1938, by request, and it was pigeonholed—of 
course we expected that—and in 1939 he reintroduced it without the 
words “by request” and no-action was taken. 

I recall] in discussions with various members, they said to me, “Go 
out and show us that there is some sentiment or demand on the part 
of the public for such an amendment and then come in and talk to us.’ 

And so we went out under the provisions of article V of the Con- 
stitution. 

At the time the Constitution was written some of the participants 
said that there may come a time when a reluctant Congress will not 
be willing to submit an amendment to the electorate and they said, 
“We ought to provide for that,” and they did, in article V which says 
that when two-thirds of the State legislatures by joint resolution 
memorialize Congress to call a constitutional convention to submit an 
amendment, the Congress shall do so—it does not say “may” or 

“might”; it says “shall do so.” In other words, according to the strict 
inter pretation of the language, it is mandatory. That situation has 
never developed. 

It was under that provision that we went out and started this move- 
ment to get the joint resolutions by the State legislatures to submit 
to Congress. 

Now, all that we are asking for, we are simply asking this, that you 
submit to the people of this country through their State legislatures 
an opportunity to say whether they want an income tax or not. 

You must remember that when this was passed, there is no man 
under 65 years of age today that ever had a chance to say by his vote 
whether he approves or disapproves; and no woman has ever had the 
chance, regardless of her age, because we did not have the suffrage 
amendment until 1919, 6 years after that. 

I am perfectly willing to leave it to the judgment of the people. 
There is ample time. The customary period is 7 years or 9 years 
which the Congress can impose in submitting an amendment. There 
is ample time to discuss the proposal on its merits. It has never been 
discussed in this country on its merits and its weaknesses have never 
been pointed out and sufficiently understood by the 55 million tax- 
payers in this country. 

We are simply saying that we are sure that you gentlemen have 
confidence in the intelligence and the ability of your constituents. 
They must have that ability and intelligence or you would not be 
representing them in Washington. So we are simply asking you to 
give them a chance to say whether they want it or not. That is all 
we are asking for. 
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Mr. Liponatt. Professor Casey, have you ever in any seminar or 
meeting discussed the type of taxes that you would like to limit in- 
stead of a provision of limiting all of the appropriations that necessi- 
tate a tax structure at 25 perc ent 2 Y 

Mr. Casry. We have discussed at various times the different types 
of taxes like a sales tax, a manufacturer’s sales tax applied at the 
source. 

As a matter of fact, all of our present excise taxes are nothing but 
sales taxes, our gasoline taxes, our automobile taxes, our taxes on 
tires, cosmetics, and things of that sort; they are nothing but sales 
taxes. 

There has been objection to that on the ground that it is bss 
they term a regressive tax. These terms “progressive” and “r 
gressive” are tossed around with considerable abandon and most ‘of 
the people do not understand half the time what they are discussing. 

Yes, we have talked about that and our minds are open and we 
have even discussed that with some Members of Congress, we have 
discussed a combination of income and sales tax which meets the 
objections of most of the people, those who are put in what you might 
call the working class, that is, the man with the higher income 
would still pay an income tax in addition to the sales tax which 
would be imposed upon him. 

There have been other discussions, too. I just wonder, Congress- 
man, if you had anything particular in mind. 

Mr. Lasonatt. W ell, “Professor Casey, talking about the 25 per- 
cent, there is the tax to provide the services which or some of which 
are demanded or requested by the States in times of catastrophe, and 
those taxes that are primarily for carrying out the services of 
Government. 

Mr. Casry. Well, of course, these proposals, Congressman, do not 
affect the State tax system in any way. 

Mr. Livonatt. Well it oer if you formulate a basic method of 
taxation that would take the sales tax in combination with the income 
tax and vest the Government with a preempt power to levy that type 
of tax, would it not? 

Mr. Casey. It would to this extent, it would help the State because 
if the Government took, say, 25 percent or 30 percent or 35 percent of 
the income in taxes it would leave just that much more to & subject 
to whatever taxes the State proposed. 

Now, I am perfectly willing to put this tax situation right back in 
the laps of the State officials and the county and munic ipal and school 
districts. 

Mr. Lizonatt. Well, that is what I was coming to. Asa matter of 
fact, the Federal Government with its idea of matching moneys has 
taken on certain burdens that belong to the States. 

Mr. Casry. Absolutely. 

Mr. Lisonatr. Now, if this limitation would prevail and it would 
result in the elimination of the matching of moneys by the Federal 
Government, then would you not find that your local businesses would 
be taxed, as well as individuals? And, further, that new taxes would 
have to be levied, such as payroll taxes, et cetera to support those 
necessary costly services to the people? Certainly, the State alone, 
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together with the divisions of local government, could not possibly 
finance, without Federal help, such services as relief, aid to de- 
pendent children, et cetera; so that, in the end, it would be purely 
a question as to whether you would be taxed locally to support those 
services or enjoy the possible diversion of sums of money collected 
through the Federal Government tax—and those taxes are not solely 
paid by corporations, or men of wealth. 

Mr. Casey. No, sir. There is no tax paid by anybody except the 
ultimate consumer. Every tax that goes into business, everything is 
a part of the cost of doing business and is passed on to the consumer. 
The only tax that you cannot pass on is the ad valorem or property 
tax which the man pays for his home when he occupies it. 

Mr. Tuck. Just one moment. We have a distinguished former 
Congressman here. Off the record. 

(Discussion off the record.) 

Mr. Casey. Getting back to your question, Mr. Libonati, our posi- 
tion is that a great many of these things which the Federal Govern- 
ment is doing they are doing not because most of the people want 
them but because the Government thinks the people want them and 
should have them. 

I do not want to take up too much of your time. In the first place, 
because of the short time we have had, we did not have an oppor- 
tunity to prepare the briefs that we would like to submit in support 
of this, and 1 would like the permission of the chairman if I may to 
supplement my oral statement with a brief which I will file with the 
staff as soon as I can prepare it. 

Mr. Tuck. So ordered. 

Mr. Casey. I think that also applies to Mr. Metz. He came down 
hurriedly from his plant in New Jersey. 

Getting back again, Congressman Libonati, I think that you will 
agree with me that the people in a local community are closer to their 
elected officials. They associate with them almost daily, they par- 
ticipate in meetings and so on. I think that the responsibility for 
many of those things rests entirely with those people. 

This dollar-matching proposition, for example, where the Federal 
Government passes out a dollar and the State has to match that 
dollar for various projects over the years—well, the Federal Govern- 
ment is merely passing back to the States the money it has taken 
from the States in the first place. 

Mr. Tuck. Well now, just one moment. That comes from money 
that has gone into the Federal Treasury, they take it out of that 

Mr. Casey. Yes. 

Mr. Tuck. And they get that money and it goes to the Federal 
Government and after they have dehydrated it, they siphon back 
what is left to the States. 

Mr. Casey. I would rather put it this way, Congressman, that there 
is a blood-tranfusion plant there and a lot of that blood is extracted 
before it gets back from Washington to Springfield, Ill., and the 
patient is pretty sick because of that. 

You know, after the last meeting of the mayors’ conference in 
Washington, you remember how they came in with their hats in their 
hands begging for everything, for aid for their police departments, 
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for their fire departments, for the construction of sewers, and every- 
thing else. 

So I believe the closer we get back to the people, to our home gov- 
ernments, the sounder we are and the better off we will be. 

I would like to say on that, one step further if I may—I do not 
know whether that answers your questions or not, Mr. Libonati, but 
I would like to go a step further and say that to me it is a surprise 
that for 2 years the Federal Government took from the high-bracket 
income tax payers, those with incomes of $200,000 and over, not only 
all of their earnings for that year but they made them sell some of 
their securities and savings to meet the Federal tax, 10214 percent— 
I know you are going to ask me how they take 10214 percent out of a 
man’s earnings, but here is how it happened, it is because in that 
year, in 1943, you remember Congress said, “We are going to be nice 
to you fellow: S, we are going to abate your preceding year’s taxes with 
the exception of 25 percent, you have to pay 25 percent of last year’s 
taxes and then, going on a pay-as-you-go basis this year, you take 
the rates imposed”—and they had 2 years in which to do that, they 
split up the payments, 1214- percent payments, so that the man with 
an income of $200,000 if he had the same income for 2 years paid 90 
percent—plus 1214 percent of the unforgiven tax which amounted 
to 1021% percent. 

Here I show you the official report of the Ways and Means Com- 
mittee on this particular subject and that was one of the reasons that 
this association felt impelled to go ahead with this movement. In this 
official report on the revenue bill of 1943 the House Committee on Ways 
and Means which framed the bill says: 

In the higher income brackets the total Federal income tax will exceed the 
net income by substantial amounts * * *. The figures do not include the State 
income tax burden. It should be noted in addition that these figures do not 
include social-security taxes, or Federal and State excise and sales taxes, or 
State property taxes, all of which make the direct income tax more burdensome. 

In other words, the impossible had come to pass in the United States 
in 1943, the full income was taken in Federal taxes, and part of the 
savings which they had saved up was surrendered to the Federal 
Government. 

Mr. Tuck. Congressman Cramer. 

Mr. Cramer. I have just a couple of questions, Mr. Chaiman. 

I want to congratulate the gentleman on his statement. Of course, 
there has been a great deal of interest in this constitutional amendment 
proposal for a number of years. Some of the principal arguments in 
opposition to it, one of w ‘hich I would like to have you touch upon 
briefly, is that should the tax percentage be limited to 25 percent, the 
argument is made that it would shift the burden of taxation to those 
less able to pay. Would you give your views on that argument? 

Mr. Casey. That argument does not stand inspection; it does not 
hold water. 

As I said a few moments ago, 3 out of 4 taxpayers, according to 
the latest complete returns of the Internal Revenue Service, are in the 
brackets paying only the 20-percent tax. 

Now, we do not say that 25 percent is the absolute figure. Nobody 
can determine what that is, but based on past experience and on the 
testimony of 2 former Pr esidents and 3 Secretaries of the Treasury, 
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they placed the figure somewhere between 15 and 25 percent, not to 
exceed 25 percent. 

I think everybody in this country would be very happy today if 
they did not have to pay more than a maximum of 35, 40, or even 
50 percent. 

Now, if you changed our tax structure and took the entire income 
from taxpayers over 20 percent, you would be affecting only 15 
percent of the total tax receipts. Eighty-five percent of the total 
tax receipts comes from those 20-percent brackets. 

Now, more than half of the revenue from the surtax comes from 
the income groups up to $16,000 or $32,000 with a joint return. 

Mr. Cramer. What is the percentage of corporate taxes ? 

Mr. Casry. Of what? 

Mr. Cramer. What percentage would be eliminated by putting a 
25-percent limitation on corporate taxes ? 

Mr. Casey. I have not got those figures with me, Congressman. 
T will be glad to supply them. 

I should have said that I am purposely refraining from using a 
lot of statistics and figures here, because they have been presented. 
We presented them to the Ways and Means Committee, to the Senate 
Finance Committee, to the Joint Committee on the Economic Report, 
and also to the Internal Revenue Service and the Treasury Depart- 
ment. 

A few days ago I left copies of this publication, and I know that 
your schedule has been pretty heavy and you have not had time to 
read it, but I think most of the questions that you are asking and 
that you would ask are covered in here. It is the most complete treat- 
ment of the subject that is in between two covers of any book. And 
I hope that you will have time later on to read that and see the story 
back of it and how it started, the development, and so on. 

That income-tax amendment was proposed by President Taft. It 
was taken from a platform, a plank in the Democratic platform in 
1908, but they changed one word which changes the whole meaning. 
That plank said, “a proportionate tax,” not a “progressive” tax. 

I am all for a proportionate tax. I think a man that has a $100,000 
income should pay 10 times as much as a man with a $10,000 income. 
But he should not have to pay 150 or 200 times as much. And that is 
what your progressive rates imply. 

Mr. Cramer. Well, where in your analysis do you treat the sub- 
ject of corporate incomes taxes? I see a lot on personal income and 
a lot on gift and estate taxes, and so forth, but in going through it 
briefly, where is your reference on corporate tax ¢ 

Mr. Casry. We do not go into it in this study here from the angle 
that you mentioned, Congressman, for this reason; that corporate 
income taxes are merely hidden taxes upon the individual taxpayer. 
The corporation, whatever funds it distributes in the form of divi- 
dends, pays a tax on that. That is a part of the cost of doing business. 
And then the individual has to pay his tax upon what part of that 
he receives in whatever bracket he happens to fall. 

I will be glad to analyze for you, if I get clearly what you have in 
mind, as related to the corporate income tax. But what specifically 
do you have in mind? 
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Mr. Cramer. What I would like to have inserted in the record is 
a table indicating what the total loss of revenue would be if this went 
into effect. 

Now I am not discussing the question of the additional income that 
you say—and I think you are probably correct—would result from 
making a reduction in taxes resulting in increased wealth in the 
Nation. But what would be the immediate loss obviously would have 
to be made up, at least temporarily, and what percentages of that 
loss would relate to personal income reduction, to corporate income 
reduction, and to other forms of Federal taxes; those percentages, 
money wise ? 

Mr. Casey. I think those figures are given here, Congressman, in 
this statement by former Secretary of the Treasury Humphrey in 
which he estimates the loss. 

Mr. Cramer. What date is that ? 

Mr. Cassy. Now, he combines the individual and the corporate in- 
come taxes in his estimates, I am quite sure. But they can be broken 
down. Itisthere in the last portion. 

Mr. Cramer. Well, let me ask you another question, then. 

How many of the States, if any, have incorporated similar provi- 
sions in their State constitutions ? 

Mr. Casry. Practically every State. 

Mr. Cramer. What is the average percentage limitation in income 
in States that have adopted such provisions 4 

Mr. Casey. Well, we have, I think, 32 States that have an income tax, 
and we have probably 28 or 30 cities that have an income tax super- 
imposed upon the Federal and the State tax. 

Now, the limitations in the State taxing system I do not recall, but 
I do not think they specifically mention income taxes; they simply say 
the rate, the maximum rate, that can be collected in taxes. 

Mr. Cramer. Is what percentage ? 

Mr. Casry. Oh, they vary with every State. 

Mr. Cramer. Well, could you give us some examples? 

Mr. Casey. Well, I cannot mention the particular State, but I will 
be glad to supply it to you. 

Mr. Cramer. Well, without naming the States, do you recall any 
examples of percentages? Are there any similar to this proposed 
amendment ? 

Mr. Casey. I have not got the figures with me now. 

Mr. Cramer. Well, of course, a lot of States, such as Florida, even 
though they do not have an income tax they are not permitted to spend 
more than they take in. 

Mr. Casey. Well, you speak of Florida? 

Mr. Cramer. That is right. 

Mr. Casry. Well, Florida has what is known as the Homestead 
Exemption Act. 

Mr. Cramer. Yes. 

Mr. Casey. In which I took an active part when it was enacted in 
the early thirties. I think it is generally admitted now that that 
contributed more to the growth and development of Florida than any 
other single piece of legislation, because it simply meant by a constitu- 
tional amendment to the State constitution that no ad valorem taxes 
could be collected in the State, and you had an exemption of up to 
$7,500 on the home that you occupied. 
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It has worked so well that 27 other States have it in modified form, 
some with the exact figures, some with different rates,and soon. And 
it has been particularly important to the returned veterans who are 
buying homes in these States. 

Mr. Cramer. I appreciate that. It is now $5,000, and there is no 
question but what it has increased the population and growth of Flor- 
ida. 

Does your association support the President’s recommendation with 
regard to returning some of these tax powers to the States as was 
recommended by the Joint Federal-State Action Committee appointed 
by the President ? 

Mr. Casgy. The separation of the tax? 

Mr. Cramer. That is right. 

Mr. Casey. Absolutely. 

Mr. Cramer. You know, I am sure, at the governors’ meeting in 
Miami there did not seem to be many of the governors too enthusiastic 
about that proposal. Is your taxpayers’ association backing that 
proposal ? 

Mr. Casey. We have not taken an active part. When we have been 
asked for it—I mean there is no particular thing we can do at this 
particular time to advance it. 

But our position has been very clear on that. We have always rec- 
ommended the elimination of the duplication that exists at the pres- 
ent time. 

You take, for example, over in Philadelphia you have got workers 
there that live in Camden. They have to pay an income tax, they 
have to pay an income tax in the city of Philadelphia and they are 
putting withholding provision into effect now. 

You have the same situation here with some of the Government 
workers who live over here in Virginia and have legal residence in 
other States. They have to pay the Virginia tax and they have to 
pay the tax in the State in which they are a legal resident, in addition 
to the Federal tax. 

Now, that is not fair. I think you will agree with me that that is 
an unjust imposition of the taxing power over the various jursdictions, 

Mr. Cramer. Well, a lot of your State tax approaches now seem to 
be moving in the direction of consumer taxes—sales and such. What 
is the attitude of your association on that as it relates to ability to 
pay as a foundation and yardstick for taxing ? 

Mr. Cassy. Well, our position on the sales tax is this: that, if we 
are going to have a sales tax, it ought to be levied at the source so 
there would be no pyramiding along the line. It is fairly easy to 
collect, because when you have the source you know exactly what the 
amount is. There is no duplication along the line. 

And I think that there ought to be on every sales slip a little state- 
ment of the sales tax amount in there. 

Mr. Cramer. Well, the point I was getting at is, as a matter of 
philosophy, does your association support consumer taxes rather than 
income taxes ? 

Mr. Casey. No, our association has taken no position on that par- 
ticular question. 

Now, my personal opinion, if you want that I will be glad to give 
it to you for what it might be worth. 
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Mr. Cramer. Well, yes; I would like to have your personal opinion. 

Mr. Casey. Well, I think with certain limitations and restrictions, 
the sales tax is the fairest tax there i is, because it is the only tax that 
the taxpayer determines himself. He fixes the amount of the tax. 
He fixes the time at which it will be paid and the place at which it will 
be paid. 

Now, if a man wants a $5 pair of shoes and there is a sales tax of 2 
percent, he pays that. If his neighbor prefers a $30 pair of shoes, he 
pays 6 times as much. 

Mr. Cramer. But the fellow that buys a $2 pair of shoes that cannot 
afford a more expensive pair still pays it, too. 

Mr. Casry. Well, in most of the sales taxes that have been imposed, 
they exempt three items—food , clothing, and shelter. 

Mr. Cramer. I was using your example. 

Mr. Casey. And clothing—w ell, let us take another one, then. 

Take an automobile. A man is satisfied with a Ford or Chevrolet, 
and the other man wants a Cadillac. He pays twice or two and a hi if 
times as much taxes. And he determines himself what those taxes 
will be and when and where he will pay them. 

Mr. Cramer. Let me ask you another question now. 

The point I was getting at is, if this were enacted, you obviously, 
are going to have an immediate “dropoff, at least for a temporary pe- 
riod, in income tax. Now, what do you recommend that the Federal 
Government should do under those circ umstances; what form of taxa- 
tion to take up the slack? 

Mr. Casey. We do not recommend any. Because all experience of 
the past—and we do not seem to be willing to profit from that—all 
experience in every tax-reduction bill we have had shows that there 
may be a slight temporary reduction in the revenue of the Treasury 
Department, “but within a period of not more than a year the revenues 
have increased. 

The most recent experience was in 1954. You will recall the reduc- 
tion there. 

Mr. Cramer. Now let me ask you this, then. 

Mr. Casey. And the internal-revenue receipts on individual income 
taxes went up over $2 billion. 

Mr. Cramer. I appreciate that, and I tend to agree with that funda- 
mental philosophy. But there is a ground floor someplace. Now, 
how much income tax, or how much total tax would be lost immedi- 
ately if this were enacted ? 

Mr. Casey. Well, those figures we estimated, and they are in that 
book here, the last chapter. 

Mr. Cramer. Well, how much do you estimate, the total ? 

Mr. Casry. I do not recall right now, but I think it was around $7 
billion. 

Mr. Cramer. $7 billion? 

Mr. Casey. Yes, sir. And the estimates run as high as $12 billion 
or $13 billion depending upon who makes the estimates. 

I would like to read for you a statement that was made by the chair- 
man of the Ways and Means Committee, Representative Mills, in an 
open forum a couple of weeks ago down in Arkansas. 

Mr. Cramer. Well, I would suggest, Mr. Chairman, that he be per- 
mitted to insert that in the record because of the shortage of time. 
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Mr. Casey. Well, he says we ought to revise our tax system, in sub- 
stance. I do not want to be quoted on this, and I will hand his original 
quotation to the reporter. 

He says: We can get more revenue today if we have a 10-percent 
rate on the first $1,000 of income under the income-tax system. And 
if we have a maximum of 61 percent, instead of the present 91 percent, 
the Federal Treasury will get more money. 

And, furthermore, he said: I do not want to see the determination 
of tax rates dependent upon what the Government can get, thinks it 
can get, but rather upon the market place and the price at which money 
is sold. 

Mr. Cramer. Well, let me say this, in closing. We are all concerned 
about this question of taxes. I certainly am. And particularly today 
when we are asked to increase the national debt by some $8 billion. 
Weare very seriously concerned, at least I am, with this as one method, 
possibly, indirect method, of preventing some of this runaway 
spending. 

And I think a fine contribution has been made by your association 
in pointing out some of these areas where correction is needed in this 
as being one of the possible approaches. 

Mr. Casey. Well, we have, Congressman, a number of bulletins from 
time to time, but inasmuch as I was told that this hearing would be 
confined to these five joint resolutions pending here, that is why I 
confined my remarks to that. 

Mr. Cramer. I have no further questions. 

Mr. Tuck. Thank you very much, Professor Casey. We appreciate 
your coming before our committee and presenting this information. 

Mr. Casry. I appreciate the consideration the committee has given. 

I have had a number of letters recently sent to me showing these 
confiscatory tax rates affect a paint company in Louisville, a dairy 
in Omaha, Nebr., and a Chicago, IIl., firm. And if you would care to, 
I would like to include them in the brief which I will submit. 

Mr. Tuck. Well, do so if you would like to do so. 

I want to thank you, Professor Casey, for your kindness in comin 
here and giving us the factual data that you brought and shatveet 
clearly. Weare certainly obligated to you. 

Mr. Cassy. Thank you, Mr. Chairman. 

(The letters and further statement of Mr. Casey are as follows:) 


WRITTEN STATEMENT OF DANIEL E, CASEY 


At this time I would like to call the attention of the committee to a 200-page 
publication prepared and distributed by the American Taxpayers Association, 
Ine., which records the history of the adoption of the 16th (income tax) 
amendment; the origin of the movement to place a limit on Federal taxes; the 
circumstances attending the launching and growth of the movement, and its 
present status. Copies of this publication have been furnished to each mem- 
ber of the committee and also to the staff. In this publication will be found 
the complete answers to most of the questions that have been asked regarding 
this proposal and we hope it may serve as a handy reference in the future. 

Any consideration of the present Federal revenue system is primarily a con- 
sideration of income and profits taxes of individuals and corporations. Al- 
though these taxes were authorized by the 16th amendment only 45 years ago, 
they have become the backbone of the Federal tax structure. In fiscal year 1914 
income and profits taxes produced less than 10 percent of the Federal revenue; 
in fiscal year 1956 they accounted for 72 percent of the gross revenue and more 
than 83 percent of the net revenue. 
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The income tax has not attained its prominence among sources of Federal 
revenue by supplanting other taxes but by merely being successively raised to 
supply the bulk of the increase in the Government revenue. All Federal taxes 
yield more today than they did when the income tax was introduced. Customs 
receipts, for example, have more than doubled. Miscellaneous internal revenue, 
consisting mostly of excises, have increased thirty-six fold. But these 
gains are small in comparison with the rise in the yield of the income tax 
from $71 million in 1914 to $57 billion in 1956. The great expansion in income-tax 
receipts has occurred of course as a result of the raising of rates on corpora- 
tions and individuals in the lower income brackets, since high rates in the upper 
brackets are of little importance from the revenue standpoint and have passed 
the point of diminishing returns. 

More controversial than the overall growth of the income taxes is the free use 
of the principle of progression—the taxing of some incomes at higher rates than 
others. To many, this practice has always seemed discriminatory and immoral, 
as well as economically harmful. So far as individual incomes are concerned, it 
is an outgrowth of the ability-to-pay principle: the idea that a sum taken from 
a taxpayer at a higher income level causes less hardship than does sums taken 
from one in the lower brackets. 

This idea is meaningless when applied to the income of corporations. A 
smaller corporation may be owned by a single wealthy individual, whereas a 
large one may be owned by hundreds of thousands of individuals with small 
incomes. Where this is the case, taxing the large corporations at higher rates 
is directly contrary to the principle of progression, since the tax on the corpora- 
tion is, in the final analysis, a tax on its individual stockholders. So, the low- 
income stockholders in the large corporation are more heavily taxed than the 
high-income owner or owners of the small corporation. 


STEEPLY PROGRESSIVE RATES UNPRODUCTIVE 


The steeply progressive rates of the individual income tax yield surprisingly 
little revenue to the Treasury. For example, if all taxable individual income in 
1956 had been taxed at the basic rate of 20 percent, instead of rates running 
up to 91 percent, the Treasury would have lost less than $5 billion. About one- 
sixth of the revenue from the individual income tax alone and one-thirteenth of 
the net receipts from all sources. If progression had stopped at 50 percent in- 
stead of 91 percent, the revenue loss to the Treasury would have been about 
$700 million. 

The case for progression, therefore, must stand on its own economic desira- 
bility, not on the Treasury’s need for revenue. What is to be said for progres- 
sion on economic grounds? The sacrifice or hardship suffered by a taxpayer 
is a purely subjective phenomenon, not measurable in dollars and not comparable 
as between taxpayers. Is it the function of the Government to answer these 
unanswerable questions, and to translate the answers into tax rates that amount 
to virtually complete confiscation of income? Is this equality before the law? 

Regardless of theoretical considerations of equity, steeply graduated rates 
tend to penalize productive effort by those who have the most to contribute to 
economic growth and expansion. They drive capital funds into tax-exempt 
channels and promote governmental waste and extravagance. They encourage 
dishonest tax avoidance and place a premium on corrupt practices by taxpayers 
and tax collectors alike. They distort the pattern of economic activity by caus- 
ing business decisions to be made on the basis of tax advantage rather than real 
economic desirability. They reduce the mobility of both labor and capital by 
encouraging the payment of wages and salaries and the distribution of earnings 
in the form of ordinary income taxable at full statutory rates. They inhibit 
the flow of venture capital which is essential to the maintenance of a strong, 
dynamic, flexible economy. 

Three significant studies of the income-tax question have appeared in recent 
months. One concludes that, “from a revenue point of view, the nearly confisca- 
tory rates in the top brackets of the income tax have not been justified. From 
the point of view of equity, no clear case has been made for the present struc- 
ture of rates, and the principle of progression has been questioned. While high 
tax rates have not as yet had a measurable effect on production in the aggre- 
gate, they have important distorting effects on the incentive of individuals to 
move to new and more responsible positions, on the flow of financial funds and 
on the direction of capital investment.” 
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Last year the Tax Foundation distributed a 40-page study entitled “Are High 
Surtax Rates Worthwhile?” It concluded with this statement: “The existing 
rates can be defended neither on revenue grounds nor on equity grounds, much 
less on grounds of their effects on our economy.” ‘T'he summary definitely con- 
cludes that the present top marginal rates, which go up to 91 percent, should be 
reduced because: 

(1) They provide little revenue, and the history of rate changes suggests 
that a reduction from present levels is more likely to increase revenue than to 
reduce it. 

(2) They result in substantial inequities because different forms of in- 
come are, in effect, taxed at widely different rates; and, at existing levels, 
the top rates induce efforts to obtain income in nontaxable forms or in 
forms that are subject to lower rates. 

(3) They have, in combination with inflation, produced an absolute fall 
in real income for the highest income groups which has probably exceeded the 
demands of the “levelers” of past decades, and which goes beyond any jus- 
tification on the basis of “ability to pay.” 

(4) They have serious distorting effects on economic activity—on the in- 
centives of individuals to move to new positions, on the flow of financial 
funds, and on the directions of capital investment. 

(5) In the long run, they have probably had adverse effects on the 
growth of the economy through their impact on savings and investment ca- 
pacity is high-bracket incomes. 


THE MOST IMPORTANT DOMESTIC ISSUE 


Another recent report deals with tax reduction and tax reform. As for tax 
reduction, the study believes that the problem of keeping Federal expenditures 
from “rising at a rate that absorbs all available tax revenues generated by eco- 
nomic growth is, perhaps, the most important domestic issue facing the Nation 
today. In tax reform, strong emphasis should be given to reduction in the 
high-bracket rates in order to reduce their distorting effects on incentives and 
economic activities.” 

Such conclusions and recommendations indicate a growing awareness of the 
magnitude of the income-tax burden and the shortcomings of the present income- 
tax structure, together with an increasing determination that something be 
done about it. This is reflected in the six joint resolutions we have before us 
and are considering today. They encourage the hope that the income tax, which 
seems to have become a feeder of the runaway snowball of governmental spend- 
ing, may be converted into an instrument of the people’s obvious desire for fiscal 
economy and sound economic growth. 

When government (Federal, State, and local) takes the value of one-third of 
the people’s production to spend for what are largely nonproductive purposes, 
it takes no great mathematician to see the economic loss. This tax money is 
money earned by the people, but which they cannot spend for food, clothing, 
housing, transportation, or other economic goods. Taxes may be necessary for 
other reasons—national defense, for example—but they do not represent an eco- 
nomic “good.” 

The total load is not the whole of the matter. Any muleskinner knows his 
beast can better bear his burden if they are not piled on lopsided—and lopsided 
is the best word for describing the present Internal Revenue Code. 

Quite apart from this, the progressive tax structure is an economic depressant. 
It severely restricts capital formation and the kind of spending necessary to 
encourage prosperity, spending that is above that of basic necessities. In time, 
we will all pay a penalty for oppressive taxation. 

The taxes on business, where excise rates are in senseless disarray and de 
preciation schedules defy all logic, are even more depressing, though perhaps, 
more subtly so. Most of the distortions we now have in our tax systems are the 
result of years of tinkering, taxing, and jerry-building. We even have “emer- 
gency” taxes left over from World War I. 

The argument that we can’t have tax cuts because they are inflationary in- 
volves a misconception about spending. The theory is that tax cuts would put 
extra purchasing power in the hands of the people, which is true, whether they 
exercise that power or not. But that doesn’t mean the money is saved if the 
people are denied tax cuts; it is just spent by somebody else, and that somebody 
else is the Federal Government. In practice, the Federal Government goes right 
on spending in good times as well as bad times. Congress would improve the 
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outlook materially by greatly reducing spending, instead of worrying about 
inflationary tax cuts and compensatory theories. Just give the people the chance, 
and they will do their own compensating far better than any government can 
do it for them. 

One thing the American people deserve is the right to spend their own money as 
they wish, insofar as the expensive business of national defense will allow. 
As President Eisenhower himself phrased it 3 years ago: ‘More progress and 
sounder progress will be made over the years as the largest possible share of our 
national income is left to the individual citizens to make their own decisions as 
to what they will spend, what they will buy, and what they will save and invest.” 


PRESENT HIGH RATES CANNOT BE JUSTIFIED 


To indicate how comparatively minor would be the effect of a high-bracket 
reduction, a recent study shows that a flat 20-percent rate on all taxable income 
would yield 85 percent of the present total tax, even assuming no change in 
reported income as a result of rate reduction. Simply, it shows that if the 
present rate structure were cut off at a maximum 50 percent, about 98 percent 
of revenue at current rates would still be available. The revenue loss (assuming 
no income increase is reported) would amount to only about $700 million. 

The evidence in all of these directions supports the final conclusion that “one 
of the important reforms needed in the individual income tax is a reduction 
of the highest marginal rates.” The existing rates can be defended neither on 
revenue grounds nor on equity grounds, much less on the grounds of their effects 
on the economy. 

We are living today in an age of mergers. Mergers in themselves are all 
right and if well conceived can enable a larger company to render better service 
at a more reasonable price. However, who is to deny that many mergers be- 
tween a profitable and an unprofitable company are made because the profitable 
company wants to take advantage of the other company’s loss for income-tax 
purposes? 

If we want a motor to run we must give it gasoline; if we want a mule to plow 
we must feed it ; if we want the men and women of America who have the greatest 
ability to produce to contribute their utmost to the economy of the Nation, we 
must let them have a little something left which they can call their own. 

A few days ago a businessman visited our offices and said: “If I make $100,000 
I get $35,000 residue for myself; but for the next $100,000 I make I get only 
$5,000, and for the next $100,000 I make I get another $5,000 and for the fourth 
$100,000 I get another $5,000.” He said: “Why should I risk losing my invest- 
ment when I have no hope of reward of any appreciable character coming back 
to me from my enterprise?” 

What he said was true when he said it. It is true now; it has been true all 
along. The elementary principle involved is as old as the capitalist system. 
Indeed, it is as old as human ambition, initiative, and endeavor under any system. 


ONE EXAMPLE OF STIFLED BUSINESS 


Let me cite another impressive example—one of numerous actual results of the 
present unlimited taxing power of Congress; it illustrates graphically how that 
unrestrained taxing system stifles American business, how it paralyzes production, 
how it restricts employment, and ends opportunities for American workmen. 

In a Midwest town a manufacturer of shoes, through a half century of en- 
deavor, skill, and wisdom, grew from small beginnings to a large organization with 
factories covering a city block. Increased demand came for his shoes, but the 
existing plant could not fill the orders. A new investment of a hundred thou- 
sand dollars would be needed; with that augmented capital additional facilities 
could be erected and output increased. That project meant employment for 200 
new workers, income for 200 more families. 

While the plan was being considered, those who were to provide the capital 
inquired what would be the net return after Federal taxes were paid. Fair gross 
profits might be expected from the additional sales; but it was evident that taxes 
would take away most of that gain, leaving but a small net profit from the venture. 
What the congressional tax levies would permit the company to retain would not 
justify the enlargement of the factory or the investment of new capital. The 
plan was dropped. Thus opportunities for 200 additional workers were ended. 
Thus the uncurbed taxing power of Congress limited employment. 
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The loss of the 200 jobs in the typical example cited is but one result of the 
unlimited taxing power of Congress. The incidence of any tax policy is farflung 
and the effects manifold. Had the 200 additional workers been employed, the 
retail dealers in the community would have increased their sales to the workers’ 
families and these merchants would have paid taxes. Had the shoe company been 
undeterred by high taxes and had incentive to risk new capital, an enlarged plant 
would have required the installation of new shoemaking machinery; thus the 
builders of the equipment would also have earned profits and contributed to the 
Federal Treasury. 

Increased production of shoes would have meant greater orders for leather, 
and busier tanneries also would have paid more taxes. Larger shipments of 
manufactured shoes would have called for more crates and boxes, thus providing 
more work for lumberjacks in the forests of the Northwest; more cartons, too, 
would have been required, and the paper mills in New England would have had 
more work for their men. To transport an additional hundred thousand pairs of 
shoes would have afforded the railroads and trucking companies profitable 
freight; manufacturers of office equipment would have had orders for needed 
typewriters and accounting machines. 

It would be easy to continue this catalog of the business houses which would 
have become busier supplying the needs of this shoe company had the investors 
supplied the capital and the factory increased its output. Multiply this single 
instanee ten thousandfold and calculate what toll has been exacted from 
American workers and businessmen by the uncurbed taxing power of Congress. 


ADVERSE EFFECTS OF HIGH TAXES 


A nine-part study has recently been made by the Legislative Reference Service 
of the Library of Congress on the adverse effects of expanding government. 
This study was made at the request of 16 Republican and Democratic legislators 
and is dated June 27, 1957. 

In the chapter dealing with the adverse effects of high taxes the study says: 

“The forces of high taxation in the United States have been abetting the 
‘creeping socialism’ in the other parts of the economy. * * * 

“Further data have been presented to show that if the United States con- 
tinues its rates of absorption of national products by taxes we will reach 100 
percent socialization in the next century. * * * 

“The greatest danger of high taxation lies in the fact that we are proceeding 
in the direction which Kar] Marx in 1848 predicted would be the road to destruc- 
tion of capitalism, namely, destruction of the middle class with the aid of a 
highly progressive tax.” 

This study recognizes the principle so forcefully stated by Prof. Malcolm 
McDermott, of Duke University, in the following words: 

“Government unlimited is at once the most diabolical, the most treacherous, and 
the most uncontrollable force known to man.” 

The recently retired Internal Revenue Service Commissioner, T. Coleman 
Andrews, declares that “the income tax now in law is neither fair nor necessary.” 
In radio talks, television appearances, speeches in various parts of the country, 
and in magazine articles, he leveled many charges against the tax. 

Among the charges by Mr. Andrews were the following: 

. It was conceived in vengeance—not as a revenue measure. 
. It is legalized confiscation. 
. It confiscates savings that should be used to develop additional enterprises. 
It is destroying the middle class. 
. The worker is being robbed by today’s taxes, 
3. Rates are applied with shameful discrimination. 
. Itis unstable. 
. The more you make the bigger percentage goes for taxes. 
All agree that present taxes destroy initiative. 
. It costs the Government too much. 
. It costs you too much. 
. Congress itself does not understand its provisions. 
. It is too complicated. 
. Not 1 taxpayer in 100 knows how to make out the “long form” return. 
. It will become more complicated unless drastic action is taken. 
. America today is in the death grip of taxation. 

17. It delights the Communists who consider the graduated tax law an easy 

road to socialism in this country. 
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The present Commissioner has also blasted the high income tax rates and 
urges a change. 

Sure, the income tax raises a lot of money, but look at the damage that it’s 
doing. It hits the people in the middle brackets harder than any other single 
group and is slowly but surely destroying the middle class. 

The present income tax rates are hurting badly all kinds of people from top 
to bottom. Also, the rates above 20 percent raise only a sixth of the total amount 
of money derived from individuals. The area of the progression is $2,500 to 
$200,000, but by the time the $20,000 bracket is reached, half of the progression 
in rate has taken place. Thus, half of the progression in added rate is supplied 
by the time only 10 percent of the dollar area of progression is reached. 

This is clearly illustrated by what happens to a person who correctly answers 
the “$64,000 question.” A single person with no other income would have 
$27,000 left. To the extent that this recipient had other income, the tax collec- 
tor does even worse, according to what bracket the recipient’s total income— 
including the prize money—puts him in. 

A few days ago a man walked into our office and said his income was $200,000 
in 1956. As a result of improved operating methods and increased sales effort, 
he got it up to $300,000 in 1957. Then, to his dismay and shock he discovered 
that he would have only $3,750 left out of the additional $100,000 after settling 
with the Federal and State tax collectors. Perhaps there is no point in getting 
disturbed about this case from the purely subjective point of view, but there is 
plenty to get excited about from the standpoint of its iniquitousness as a matter 
of principle. 

If we keep on at the present rate of taxation, we will come eventually to the 
point where no one will have anything to invest and the “man on horseback” 
will be upon us. The Government will own everything and we’ll be forced to do 
the bidding of bureaucrats imbued with the idea that they know better how to 
spend our money than we—and remember they are vested with the authority 
to do it. 

ABILITY-TO-PAY THEORY AND “PROGRESSIVE” RATES 


The American people are very fond of slogans. Whenever they have a propo- 
sition to advance they seek to find a slogan in which to express it. There is no 
doubt that the slogan “ability to pay” is, in taxation, the most seductive of all; 
readily accepted by superficial thinkers and feared largely by those who are try- 
ing to come to a correct conclusion. 

What we protest against is the specious use of the term “principle of ability 
to pay,” and the lack of consistency in its application. It is used, not as a prin- 
ciple to guide action, but as a slogan to influence the public mind. The prin- 
ciple is gleefully trotted out to defeat a sales tax, which is admittedly not 
“graduated according to ability to pay” in the sense of the principle, but the 
principle is left mercifully asleep when the corporate normal tax is raised 10 or 
more percent, although that tax admittedly falls upon the stockholders and is 
not in any sense graduated according to their ability to pay. 

If you confiscate the savings of people, the only way that you can finance indus- 
try effectively is to have the Government do it. And if you have the Govern- 
ment finance industry of course you have socialism, because Government owner- 
ship of the means of production is the essence of a socialistic government. 


LEGISLATIVE ROBBERY 


Of course, this theory is merely legislative robbery. A thief can break into 
your house and steal some of your possessions. Maybe he will get $100; maybe 
he will get $1,000. But, when the majority of the people vote to take away 
most of your income, they may get 10 or 20 or 50 times as much as that thief. And 
the income disappears just as definitely. You are robbed just as effectively. 

When people, merely because they are numerous, vote to take away the prop- 
erty of the people who happen to be few, you have destruction of the free enter- 
prise capitalistic system immediately at hand. 

For individuals to gang up in order to escape paying taxes is as reprehensible 
as it is for them to gang up in order to take sheep from a farmer without pay- 
ing for them. One who compels another to indirectly pay his tax bill is but 
one step removed from one who compels another to directly pay his grocery 
bill. The “progressive” or “graduated” tax permits A and B to combine their 
votes to rob C. It offers the demagogs in all parties a platform to climb to 








26 AMENDING CONSTITUTION RELATIVE TO TAXES 


power by offering the uninformed and the indolent a chance to “vote themselves 
rich.” 

And so today taxation on the basis of ability to pay has become a political 
slogan. Obviously no real amount of tax can be collected in the first instance 
from the ne’er-do-well, the thriftless, and those who have no, or little, tangible 
or intangible property. 

However, they are now paying, and paying dearly, although unknowingly, 
through indirect taxes on everything they eat, wear, or do. Far better if they 
paid their share of the cost of government openly and knowingly. Taxes must 
for practical purposes bear some relation to ability to pay, but we have now 
reached the point where this “ability to pay” horse is being ridden to death. 

This ability-to-pay theory of taxation, carried to its logical conclusion, is as 
pernicious as it is popular. The Government is no more justified in making 
absurdly high charges for its services to some, and ridiculously low charges to 
others than is any other dealer in services or commodities. 

If the people sanction gross tax discrimination on the part of the Govern- 
ment, just why not make discrimination the order of the day, and compel, for 
example, service stations to charge Senators and Congressmen, who enjoy a 
salary of $22,000 a year, not including certain emoluments, 11 times as much 
per gallon for their gasoline as they charge the man whose income is $2,000 per 
year? This scheme was actually tried out in one of the Provinces of Russia. 
Each purchaser of butter, for example, had his card giving him his rating, and 
he paid according to ability. This system, of course, ended in complete confisca- 
tion and was quickly abandoned. 

The advocates of the ability-to-pay theory in our system of taxation do not 
even possess the virtue of consistency. If the theory and practice are sound in 
one case, they must be sound in all cases, and if this is a measure to be ap- 
plied in our system of taxation, it should be applied uniformly and without dis- 
crimination. Two instances will suffice to show the utter inconsistency of the 
advocates of this principle of taxation. 

Social security, about which we hear so much these days and which is pointed 
out as the most forward-looking piece of legislation enacted in recent years, is 
the first striking example of inconsistency. Social security taxes are levied 
upon all business enterprises whether conducted in corporate form, as partner- 
ship, or as sole traders. 

If ability to pay is sound in theory and practical in application, then taxes 
should be levied only on those businesses which have shown a profit, and 
therefore the ability to pay the taxes. Nevertheless, these taxes are imposed 
by those who give lipservice to ability to pay upon every business regardless of 
whether it is operated at a profit or loss! For the small-business man, these 
social security taxes may very properly be termed “The straw that broke the 
camel’s back.” 

A MOST DANGEROUS OPIATE 


Taxation in accordance with ability to pay is not an economic concept 
having any defined limits or based upon any scientific principle. With a flat 
rate of tax a man with a $20,000 income pays twice the amount of tax paid by 
a man with a $10,000 income. This certainly gives recognition to the ability 
of a man with a larger income to pay a larger amount in taxes. 

Carried to its logical conclusion, the principle of progressive taxation would 
mean the reduction of all incomes after taxes to the same level, which happens 
to be the goal of the Communists, whose platform provides for a heavy pro- 
gressive or graduated income tax. Those who support the graduation of tax 
rates, whether they realize it or not, are following the Marxian doctrine. 

Advocates of the ability to pay theory have never yet cited one, single, concrete 
example as evidence that taxing income resulting from production that should 
be reinvested permanently added to the general well-being. If not a single 
example of this specific kind of tax can be cited as beneficial in the long run, 
obviously this theory is not sound. 

It, therefore, would seem that this ability to pay theory of taxation is one 
of the most dangerous opiates ever devised by the mind of man. It is so bene- 
ficial and pleasant when it first starts, that it is dangerous. It makes a higher 
standard of living for the time being, but each succeeding year, we must do 
without the use of the tools which were not created in former years because 
the ability to pay theory takes from the producer the wealth he would attempt 
to turn into better tools. 
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The paramount problem of a free people is how to limit a government; and 
the best solution that has ever been found to that problem is to limit the 
Government’s right to discriminate in taxation. 

Taxing those with the ability to pay at too high rates merely destroys one 
class of taxpayers and loads the taxes upon the rest of us. You can soak the 
rich while they last, but after their demise the only ones left to soak are the 
poor. Both are relative terms. The bum on the Bowery is poor in relation to 
Jack Smith, clerk in a shoe store at $25 a week; Jack is poor in relation to 
Tom Jones, office manager at $5,000 a year; and Tom is poor in relation to 
Joe Carpenter, earning $25,000 as head of a department in one of the big 
corporations. 

The thought behind the ability to pay idea is that it is the rich who pay the 
taxes. If by rich you mean those taxpayers earning between $3,000 and $5,000 
a year, you are dead right, because that group pays more direct personal income 
taxes than any other class of taxpayers. 

The basic tax philosophy of*this country from the very beginning has been 
“proportionate” and not “progressive.” A poll tax is the same on every head. 
The general property or ad valorem tax or customs duty is the same on every 
$100 of assessed value of farm or city homes or imported merchandise regardless 
of the wealth of the owner. 

The excise tax on cigaretts is the same on every package whether smoked 
by rich man or poor. The man who smokes 2 packs a day pays twice the tax as 
the man who smokes 1. The gasoilne tax is the same on the sharecropper as 
the plantation owner. But that is his own free choice, it is not the strong arm 
of government. 

The “progressive” or “graduated” principle is not directed against the dollar 
of profit he owns; it is directed against the man who owns it. Strictly speaking, 
it is not a tax because it is not levied to pay only the legitimate costs of govern- 
ment. It is levied for other purposes. It is levied to redistribute the wealth of 
the Nation or it is levied for vengeance. As soon as you levy a forced contribu- 
tion to government for other purposes than to support the government, you engage 
in class war. 

The “proportionate” tax is levied against every dollar alike and treats every 
man alike. The rich man pays more than the poor man, not because he is 
rich, but because he has more dollars which government protects. This is “equal 
justice under law’—words inscribed over the portal of the Supreme Court of the 
United States. 

HOW TO REDUCE THE TAX LOAD 


The quickest way to effect a real lessening of the tax load is to reduce all 
unnecesary Government expenditures and to abolish all services of the Govern- 
ment which are not essential or necessary to the well-being of its citizens. It is 
now generally admitted that the maximum tax load for any length of time 
may not exceed about 25 percent of the national income without serious conse- 
quences. How heavy the load must be, and how long the population will bear 
it without serious protest, cannot be determined. But we do know that our 
present taxes are extremely burdensome and have been for quite some time. 
Therefore, it is of immediate concern that Government spending be reduced; 
that the wasteful expenditures, both in our Military Establishment and civilian 
administration, must be eliminated. 

Fundamentally, then, if we are to reduce taxes, we must do it through the 
reduction of Government expenditures. A government should provide no more 
services than its citizens need and can afford, not services which it thinks its 
citizens want or should have. 

Taxes today constitute more than 30 percent of commodity costs—and about 
80 percent is Federal taxes. A reduction in taxes will automatically— 

1. Reduce prices. 
2. Increase purchasing power. 
3. Reduce the cost of living. 

The inflationary spiral has been increased by keeping taxes at a very high level. 
It is the duty of Congress to stop the inflationary spiral now and your commit- 
tee can accomplish this by reporting favorably the pending resolutions. 

The magnitude of the present tax burden makes it imperative that the tax 
structure be designed to produce maximum revenue with the minimum adverse 
effect on the national economy and with minimum injustice. Some of the pro- 
visions of the present law which have the worst effects produce insignificant 
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revenue; they cannot, therefore, be justified as revenue measures but can be 
regarded only as social or political expedients. That fact should be recognized 
if we are to continue them in our tax structure. 

In submitting our recommendations, we are aware that your committee will 
receive studies from many different groups. We have transmitted such studies 
previously. Therefore, in this brief we are not including detailed statistical 
analyses because our conclusions are confirmed by the various studies referred 
to; by the official records of the Ways and Means Committee, the Senate Fi- 
nance Committee, the Internal Revenue Service, the Federal Reserve Board, and 
numerous private tax research groups. All these data are available to your 
committee. 

TAX REDUCTIONS WHICH REFORM THE TAX SYSTEM 


In determining what taxes should be first reduced, it is important to bear in 
mind the distinction between a reduction of taxes which reform the tax system 
and a reduction in taxes which simply reduces revenue. 

It has been the experience of the Treasury that every time there has been a 
material reduction in surtaxes it has stimulated business and brought about an 
increase in taxable income which has made up all of the loss in revenue from the 
higher incomes. 

Let me illustrate how the order of tax reduction affects the amount of tax 
reduction. Reform should come first. Suppose that the total surplus available 
were $1.8 billion‘and except for the effect of the tax reduction, no change need 
be expected in governmental receipts and expenditures in future years. In other 
words, if there were no tax reduction there would be a continuing surplus each 
year of $1.8 billion. Now $1.8 billion is about what we get from domestic alcohol 
taxes ($10.50 per gallon). 

Assume we left the high surtaxes untouched and abolished the alcohol taxes. 
The Government will lose $1.8 billion of revenue. There is no stimulation of tax- 
able income by such reduction, There would be no surplus in subsequent years 
and no further tax reduction. Suppose, however, we reversed the procedure and 
first reduced the surtaxes to a figure which, based on previous returns, would 
indicate a loss of $1.8 billion. The effect of this reform would be to stimulate the 
creation of additional taxable incomes, and therefore the collection of sub- 
stantially as much revenue under lower rates of surtax as under the existing 
rates. In other words, in a year or so the revenue would be restored, there 
would again be a surplus of $1.8 billion a year, and the alcohol taxes could also 
be eliminated. So if the taxing system is reformed first, you can have two tax 
reductions. If revenue is lost first, you can have but one tax reduction. 

It should be remembered that this loss of $1.8 billion in the first year becomes 
much less in succeeding years. It is a loss on personal income taxes. It does 
not take into account the greater prosperity of corporations through the stimula- 
tion of business by tax reform in the personal taxes. In fact, such a reform will 
insure the source from which we expect to get our revenue in the future. 

What we should try to do in our taxing system is to get the lowest rates of tax 
consistent with adequate revenues. We want not only revenue today, but 
sources from which we can get revenue in the years tocome. The point at which 
the most revenue can be derived with the least disturbance to business is one 
which cannot be determined with certainty in advance, but at best it must be the 
result of experience. All past experience proves it is greatly lower than the 
present confiscatory rates. 


CONSTITUTIONAL LIMIT ON TAX RATES MUST BE IMPOSED 


Most of the complaints this association has been receiving are aimed directly at 
the confiscatory rates permitted under the 16th amendment. The taxpayer has 
no constitutional right to any allowances which will reduce gross income. Such 
deductions are mere matters of legislative grace and may be withdrawn any time 
at the will of Congress. 

This association in 1938 inaugurated a campaign to secure an amendment to 
the Federal Constitution limiting the power of Congress in peacetime to impose 
taxes on incomes, inheritances, and gifts to a maximum effective rate of 25 
percent. This campaign follows the procedure outlined under article V of the 
Constitution. Under that procedure 31 State legislatures have already adopted 
our joint resolution petitioning Congress to call a convention or submit an 
amendment to the State legislatures for that purpose. In addition, 1 branch of 7 
more State legislatures has adopted the joint resolution. 
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In suggesting this limitation upon the taxing power of Congress, an action was 
proposed which should have been taken when the 16th amendment was adopted. 
It is no different in its effect than the limitation which many State and local 
jurisdictions impose upon the taxation of real property and other tax sources. 

Your committee and other congressional committees have been supplied a 
wealth of data bearing on this program. Therefore, we are merely summarizing 
several of the distinct advantages of such a limitation. 

1. It deprives the Federal Government of the power through taxation to destroy 
the American system of local self-government by concentrating all power in 
Washington and thus rendering the States subservient to that all-powerful 
Central Government. 

2. It will increase the national wealth and over a period of years the Govern- 
ment’s revenue from taxation. 

3. It will deprive the Federal Government of the power through unsound and 
confiscatory taxation to destroy our system of private enterprise. 

4. It will compel the Federal Government to measure its spending by the 
amount of revenue collected and thus to live within a reasonable budget. 

Published official statistics over the past 35 years show that when surtax rates 
are lowered, there is a sharp increase in the percentage of total income paid by 
recipients of large income, and that the converse is true when surtax rates are 
increased. In other words, in the long run excessively high surtaxes do not 
produce revenue but simply drive large incomes out of existence. 

Aside from the injustice and impairment to personal incentives involved in 
imposing these high rates in the upper brackets, the revenue from this source is 
comparatively small. If all personal taxable income of $25,000 a year and over 
were confiscated by the Government, the amount would be sufficient to pay the 
current running expenses of the Federal Government for only about 10 days. 

The recent experience in Great Britain has brought forcibly home this point. 
This British experience should be a danger signal and a dire warning that we are 
traveling down the same road. 

We have received positive assurances from many of our members, based on 
their close daily contact with investors and potential investors, that the adoption 
of these pending resolutions would be a tremendous incentive and stimulus to 
many people to enter into venture capital undertakings and risks which they 
are now shying away from on account of present prohibitive higher bracket tax 
rates. 

To continue the present rates would be not only unwise but also harmful to the 
economic welfare of our people. We have stepped up our tax rates to a point 
where they threaten to smother risk enterprises. We could harly have hit upon 
a more effective means of smothering risk capital if we had deliberately tried. 
This is one of the most basic economic problems of our time. This phase of the 
subject will be discussed in more detail by our president, Mr. Metz. 

We urge you to realistically consider the fact that since our association em- 
barked on the program of 25 percent jimitation, 31 State legislatures have memo- 
rialized Congress for a constitutional amendment. As many as 82 percent of 
our citizens in various polls have said that Government should be required to 
function within such a limitation. 

It is a terrible tragedy that today, in order to protect a possible 1 percent of 
the total Federal revénue, we continue to impose venture-destroying prohibitive 
tax rates reaching 91 percent. 

We suggest that very little has been said as to the inevitable increase in reve- 
nue which is stimulated by the incentive to increase income which has so long 
been bottled up by the apathy inherent in confiscatory tax rates. Revenues do 
exceed estimates when rates are lowered. 


SOME FALLACIES ABOUT INCOME TAXES 


Legislators, for some reason difficult to understand, have relied to a fantastic 
degree upon an income tax to supply needed revenue. That tax now provides 
between 80 and 85 percent of all Federal budgetary receipts, but there are certain 
fallacies that have made this phenomenon possible. 

The first of these is the fallacy that individual income and corporate profits 
are simply so much spending power, and that any surplus above requirements 
for current expenses may be siphoned off with impunity so far as the economy 
is concerned. This belief ignores completely the importance of saving as a 
function of income. It is this saving that is the basic element in capital forma- 
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tion, the most dynamic single force in the system that we know as private capital- 
ism or private enterprise. 

The second fallacy is that frequently embraced by many persons who see it as 
the crowning moral glory of our system of democracy, but which is advocated 
even more frequently by those who realize all too clearly that it would be 
basically, and in the long run fatally, incompatible with such a system. That is 
the doctrine of equality of income. 

If “equality of income” were the best method of improving the condition of the 
less fortunate members of society, then this thesis would at least be arguable. 
However, the best way yet developed for achieving better living standards for the 
many is not by leveling down the higher incomes, but building up the lower 
through the time-tested sequence of saving, investment, and increased production. 
The most conclusive evidence of this truth will be found in the economic and 
social history of the United States. 

The third fallacy deals specifically with the rising emphasis on corporation 
income taxes. This is usually advocated by the most demagogic representatives 
in the various government organizations. They go on the naive assumption that 
“an impersonal levy can be placed on the profits of a soulless corporation, a levy 
which would be neither a sales tax nor a tax on wages nor a double tax on the 
stockholder.” 

Obviously, this is impossible in any real sense. A corporation is nothing but 
a way of doing business. Taxes on corporation income must be paid by one or 
more of the people who are parties at interest, either as customer, as employee, or 
as stockholder. A corporation is merely an abstract idea in a concrete form, 
and as such can pay no taxes. 

Of course, the Government has to collect taxes and business must pay its fair 
share of those taxes, but let us remember that government does none of the work, 
provides none of the tools, takes none of the risk, and stands none of the losses. 
Therefore, when government taxes 30 percent of the earnings of a $25,000 business 
it is laying a very large tax on a very small enterprise—a tax which will prevent 
growth, destroy the business, and discourage others from going into business 
at all. 

That in itself is dangerous enough, but when the Government takes 52 percent 
of your earnings it is no longer taxing you—it is muscling in on your business. 
To be realistic, the Government must face up to the fact that its so-called corpora- 
tion tax is nothing more nor less than a hidden sales tax which is concealed in 
the price of everything we buy. 


TAXES ARE LARGEST ITEM IN CITIZENS’ BUDGET 


Today the American people are paying more money in taxes than they pay for 
all their food and shelter combined. Like taxes on individual incomes, the pres- 
ent tax rates on corporation incomes are far above any rate imposed prior to 
World War II. 

Under present law, if a business grows—if it increases its efficiency, its pro- 
duction, and its services to the Nation—the Government says: “That’s just too 
bad. It will cost you more taxes.” And if a business does not grow—if its earn- 
ings are just what they averaged several years ago—it still must pay the Govern- 
ment that 52 percent of its normal peacetime profits. 

Today the Government is draining away the money business needs to build for 
the future. It is continuing tax policies which destroy incentive. It takes away 
52 percent of a company’s profit, while it tries to hold prices down. It does not 
allow corporations to deduct fair amounts for depreciation in these times of 
inflation. And it taxes investors so heavily that they lose both the means and 
the incentive to invest enough to keep industry expanding. 

One of the most alarming results of heavy taxes on corporations is that they 
encourage businessmen to be extravagant with other people’s money. They 
figure, “Why worry about spending another few million dollars; if we try to hang 
on to it, the Government will take most of it anyway.” This naturally works 
against government, investors, customers, and employees. 

Of course, taxes are essential. The Government should collect enough to 
balance the budget, after cutting out all unnecessary spending. And let’s 
not kid ourselves; all taxes are paid by the customer in the end. But it does 
make a big difference how these taxes are applied. Heavy taxes on profit work 
against themselves. They penalize success. They discourage business from 
serving customers better and providing more and better jobs. They actually 
dry up this source of taxes. 
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In order to attract investment (which is to say in order to live) a corpora- 
tion must produce a fixed percentage of net profit after taxes. Therefore, all 
taxes must be considered as a cost to be included in the selling price. High 
tax rates therefore become another basic cause of inflation. It is indeed para- 
doxical that Government screams for free trade on one side of its mouth and 
on the other negates the opportunity for meeting international competition by 
maintaining confiscatory tax costs. 

This, of course, is not all. Every year brings a new set of regulations desper- 
ately designed under the pressure of so-called loopholes. No human being can 
ever interpret all of today’s regulations. All corporations justifiably strive for 
tax avoidance in every business decision. A growing profession exists for the 
sole purpose of extracting profits from loss operations and bankruptcies through 
tax benefits. 

CORPORATE TAX IS SQUEEZING SMALL BUSINESS 


A recent study titled “Effects of Taxation—Corporate Financial Policy” shows 
clearly that the effect of our present taxes on personal and corporate income is 
to restrict—and even penalize—business growth. This study represents facts 
and data collected in interviews with 175 business and financial executives, plus 
additional data collected through security dealers and small-business associa- 
tions. Here is how the high corporation tax has really become a growth tax: 

1. Expansion cannot yield an adequate return on new investment unless earn- 
ings before taxes are very high—higher than they are likely to be in any period 
except a real boom. For example, with a 52-percent corporate income tax, an 
investment in new equipment must yield 31 percent before taxes to offer a 15- 
percent return; in other words, a 3-year payout. Where are you going to find 
many projects like that? 

2. If a growing company has new products to market where it can earn a high 
return, it may not be able to raise new equity capital to finance this expansion. 
Its stock must sell in competition with stocks of established companies. And 
because security prices generally have been held down by the high tax on cor- 
porate earnings, new stocks are doubly hard to sell. 

3. The difficulties of small companies needing outside capital are com- 
pounded by the high personal income tax. In order to get an attractive 
dividend return on money put into new stock, high-bracket investors must 
buy that stock at prices often below the net asset value. Otherwise, the re- 
turn after corporate and personal taxes—at anything like present rates—is 
insufficient. Under these circumstances, the idea of raising new capital is 
usually dropped. 

4. Besides, it has become increasingly difficult for a business to finance 
expansion out of retained earnings, as corporation tax rates have been pushed 
over 50 percent. The special taxes on undistributed profits—section 102—have 
made this problem even worse. 

The high corporate tax rate has been an incentive of the strongest kind 
to sell, merge, or liquidate a business as it reaches the profitable stage. This 
study makes clear that the number of businesses deliberately started, recapi- 
talized, with this point of view is much greater than commonly realized. In 
many cases, capital is obtainable only from persons who, because of their 
high personal income tax liability, are interested only in making capital gains. 

The implications for free enterprise of a tax system which encourages 
people to concentrate on the best way to sell a company rather than the 
best way to make it grow are foreboding indeed. Carried to an extreme— 
and we may not be far from the extreme now—this would mean that all in- 
dustrial expansion would be carried out by large established corporations, 
with no contribution from the growth of small enterprises. Nothing could be 
better calculated to destroy initiative and invite Government regulation of 
the large firms where growth is concentrated. 

Congress would do well to become mindful of the fact that our industrial 
strength was not built by companies formed for the purpose of selling out. 
They should look beyond the revenue-producing aspects of their lawmaking 
and consider the broad economic effects. 

The hardship today is the difficulty of getting money for expansion—either 
out of retained earnings or new capital issues—in the face of today’s rates. 
Today many companies must double their sales or better to maintain their 
normal net profit. This takes more working capital—and the present tax 
structure doesn’t allow them to keep it out of earnings, creates great obsta- 
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cles to their getting it from investors and actually dips into their working 
capital to make them pay their taxes. 

How does a company keep its equipment up to date if working capital needs 
eat up all its profits and depreciation reserves? Suppose it buys a machine, 
depreciable in 10 years, with 3-year notes. At a 52-percent tax rate the ma- 
chine has to earn about 58 percent a year before taxes to pay out in 3 years. 

Then when a man is successful in navigating a business through today’s pit- 
falls and wants to ease off and provide for his family, he finds himself squeezed 
again between the income tax and the estate tax. 

Washington tax policy today is to soak the wicked corporations to the limit 
the traffic will bear. Perhaps that is sound psychology, or good politics, but 
it just may possibly be bad economics. 

When the United States gets back to a normal economy, minus the arti- 
ficial boom created by defense production, it will have a serious problem— 
the problem of finding jobs for a growing population. That means new plants— 
and the people with capital willing to risk their money on such plants. If 
taxes discourage risk capital, there won't be any new plants. 


TREND TO CORPORATE DEBT FINANCING SHOULD BE REVERSED 


American corporations are resorting to bond financing on a scale never before 
equaled. The striking aspect of this rapid expansion of corporate debt is that 
it is not taking place among public utilities or other regulated industries, as was 
the case in the past. The chief part of the rise in corporate debt financing has 
taken place among manufacturing enterprises. 

It is surprising that this sharp expansion in corporate debt did not oceur 
earlier. For some time, our tax laws have put a high premium on debt as 
opposed to equity financing. Interest paid may be deducted from taxable income, 
whereas dividends on preferred and common stock must be paid out of income 
after taxes. The higher the tax rates on corporate income, the more attractive 
debt financing becomes. 

Another factor favoring bond financing has been a great increase in the flow 
of savings into financial institutions. Generally speaking, these institutions 
favor bonds for investment. Hence, it has been much easier, as well as 
cheaper, to sell bonds to raise new capital for expansion and other purposes. 

In addition, where people’s savings are invested directly they are now held 
in the form of Government bonds to a much greater degree than they were a 
generation ago. As a result, a good part of our savings have been transformed 
almost as effectively into Government debt as if we had embarked directly on 
a program of forced savings, accepting in return Government promises to pay. 

The attitude of many business managements is also changing. As capital re- 
quirements have expanded, it has become increasingly difficult to resist the 
temptation of tax advantage, low cost and ease of effecting debt financing. 
All this brings with it another problem. One of the basic questions confronting 
American corporations of the future will be the extent that the heavy debt now 
being incurred shall be paid off, whenever a decline in new capital requirements 
or easier equity financing will make this practicable. 

Industries that have resorted to bond financing on a large seale in the past— 
notably the railroads and hotel properties—have lived to regret such practices. 
They found that when earnings decline and capital market conditions become 
adverse, a large bonded debt may become embarrassing. Default among rail- 
roads became quite common in the 1930’s, when some 40 percent of the railroad 
mileage of the country underwent reorganization at one time or another and 
more than 80 percent of the hotels. Today, many railroads are facing the 
same problem, as your committee well knows. They are looking bankruptcy 
square in the face. 

Of course this picture could be changed entirely by the proper revision of our 
tax laws which would encourage equity financing rather than debt financing. The 
adoption of the pending resolutions would hasten that day. 

In 1956 the Gallup poll released the results of a nationwide survey taken to 
determine what the public itself believes the proper tax rate should be. The 
results were startling. 

The public set the proper taxload of a family of 4 with an income of $5,000 
at $235. Actually, a family with that income today pays $420 under our 
present tax rates, about twice what the public thinks is fair. 

The public set the tax level of a similar family with an income of $10,000 at 
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$690, when in actuality that family pays $1,372 under our present law, again 
about twice as much. 

Finally, when the public was asked to fix the tax for a family of 4 with a 
$50,000 income, if set the tax at $7,125 instead of the $18,294 which it actually 
is, almost 3 times as much. 

Those who seek to cure the tax problem by abolishing the income tax entirely 
would provide a more worthwhile and constructive public service if they would 
recognize the real problem involved and develop appropriate remedies within 
the framework of the existing income-tax structure. 

That is exactly what is proposed in the several joint resolutions pending 
before this committee and which we are discussing today. That is why we 
are asking this committee to make a favorable report to Congress and the 
Congress in turn to submit the proposal to the taxpayers of the Nation for 
approval or rejection. 

During the relatively short period of 17 years since World War II was 
started the Federal Government spending has increased until it is now 8 times 
greater; the Federal tax collector has now reached the point of taking from 
use nearly 28 times more income tax and more than 10 times more social- 
security taxes. The cost of living has been more than doubled and is still going 
up—at the same time the value of the dollar has been reduced to well below 
50 cents and it is still going down. Im other words, we've got inflation which 
is the direct result of 25 years of socialistic policies and practices that have 
exalted waste and extravagance and made wages so inflexible that prices 
continue to soar even when buying declines, business slumps, and employment 
drops. 

The warnings against extravagance, waste, and unnecessary spending on the 
part of the Federal Government have been ignored consistently. Now the very 
thing we have warned against repeatedly has happened. We are confronted 
with the highest level of peacetime spending we have ever had and the current 
emergency we face could have been met without undue strain upon the Nation’s 
economy if we had started from the lower level existing before the Government 
spending splurge of recent years. 

These resolutions have been approved by a large number of civic and economic 
organizations. They have been endorsed and supported by national, State, 
and local groups including in their membership every segment of our population, 

Modern industry conducted a printed debate on this proposal. One issue 
debated our resolution by two national authorities pro and con, 

A following issue contained the result of the vote by readers of the magazine. 
It showed that 82.3 percent voted to limit Federal income-tax rates. Among 
the majority of voters the feeling ran high that this proposal is a must for 
peacetime economy and business stability. An analysis of the voting by 
geographical areas shows: 
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THE ESSENCE OF WISE TAXATION 


A noted economist and former technical adviser to the Securities and Exchange 
Commission in Washington says: “The so-called distribution of wealth and 
income theory, in slang known as the soak-the-rich theory, allied to the so-called 
purchasing-power theory, which has become the basis of the so-called progressive 
taxation and which has led us to more than double our national debt without 
getting anywhere, is completely fallacious. 

“It is based on a widespread misunderstanding of the working of the profits 
system and, hence, could not get us anywhere, except further away from our 
goal of reemployment of idle people and idle resources. 

“Throughout history, when industry has been profitable, farmers, workers, the 
Government, and everyone else have been prosperous, and vice versa. All one 
needs to do to demonstrate the truth of this is look at any chart of industrial 
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profits, employment, wages, farm prices, and tax receipts. Not only is it easy 
to find historical corroboration for this view, but a simple calculation will show 
that when industry is profitable and is permitted to retain a reasonable amount 
of its profits, the prosperity of every participant in the economic process is 
greatly enhanced. 

“That is the essence of wise taxation—to restrict the expansion of economic 
activity in the least possible manner. Our entire history points clearly to the 
only sound solution I know of for unbalanced budgets, for the insufficiency of 
new capital issues, for unemployment, for farm distress, for economic insecurity, 
for industrial conflicts, even for our national defense, and for all the rest of our 
diseases and problems. That solution is the creation of a healthy, busy, and 
prosperous economy whose maximum power can be generated only under profit- 
able private enterprise.” 

The former technical adviser to the Securities and Exchange Commission, in 
an article, said: “A completely rounded out, constructive tax program should 
have great simplicity. It should also do away with all such items that bring 
in little revenue, with no other excuses for them. Above all, all such taxes as 
are of a definitely restrictive influence on business must be done away with. I 
have suggested that surtaxes be reduced to a maximum of 25 percent (this as a 
first step; later, as the program advances, they could be further substantially 
reduced), and, also, the complete abolition of the capital-gains tax.” 

If what we want is distribution of wealth and income, which in reality means 
distribution of poverty, we have already found the best taxation formula to 
achieve this. All we have to do is to sit tight, as we could not miss, all of us, 
the poorhouse. 

Possibly one of the worst effects of our present tax system is the spirit of 
defeatism: “What is the use?’ say enterprising citizens. “We cannot catch 
up with the tax collector.” So, these individuals withdraw, retreat, fade out, 
and that means that the heart of our economic body is affected, and, with the 
leadership of these men gone, how long will it take for new, unscrupulous 
leaders to come to the scene and, as in foreign countries, by offering bread 
(security) which will become ever rarer, build a new state for the rabble? 

What chance, under the present tax system, would an Edison or a Ford, in 
their early beginnings, have? Who would finance them under present impossible 
laws of our tax system? Few today have any margin left after paying their 
tax bills, in the first place, and, in the second place, those who still may scrape 
together such moneys have a grave question to answer before they make such 
commitments, as to whether or not there is any chance for them with taxes 
in the nature of “heads I lose and tails you win.” 

Too little emphasis has been placed upon the effects of our Federal taxing 
system upon State revenue and the precarious condition in which many State 
governments find themselves today. The States can no longer ignore the fact 
that the Federal Government has preempted most of the sources of revenue 
upon which they depend for their maintennace. Probably the greatest offense 
lies in the Federal attack upon State sovereignty contained in the rising Federal 
income-tax rates wtih larger amounts deducted from income subject to State 
tax. I am of the opinion that, when these facts are thoroughly understood, 
action of the two-thirds of the States necessary to bring about the adoption of an 
amendment will be forthcoming without much delay. 


ESTATE AND GIFT TAXES 


In 1925, Treasury Secretary Mellon testified before the Ways and Means 
Committee: “It is the opinion of the Treasury that the Federal estate tax should 
be repealed. The reasons for this position have been frequently stated, but I 
can summarize them as follows: There is no logical basis for the Federal Govern- 
ment collecting this tax. The right of inheritance is controlled by the States, 
and the Federal estate tax is based only upon the theory that to transmit prop- 
erty by death is the exercise of a privilege which can be made subject to taxa- 
tion, just as we might levy a tax on the privilege of selling property. The States 
alone control inheritance. I raise this point simply to show that the tax is one 
belonging to the States and not the Federal Government.” 

The States today need every source of revenue available. In the majority 
of States, the Federal tax directly decreases the property which the State can 
tax. The result must be that, ultimately, values are destroyed and with them 
the source from which the States must take revenue. 
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It seems to me, also, that the gift tax should be repealed. If the gift tax is 
supposed to supplement the estate tax, it presents a peculiar inconsistency of 
reasoning. The estate tax is advocated to break up large estates. 

The necessary result of the gift tax is to keep property intact; that is, to 
prevent the owner of property giving it away. It is entirely proper that a man 
should distribute his property among his children in order that, while he is still 
alive, he can advise them. It is in his interest, in the interest of his children, 
and of the community generally, that such distributions be made. They were 
made long before any income-tax or estate-tax law was passed, and they will 
continue unless prevented by tax. Like a great many other artificial restraints 
and inequalities now in our taxing laws, if the surtaxes were reduced to a 
moderate rate the excuse for the gift tax would disappear. 

The present Federal estate tax represents a real tax on capital, and such a 
tax is, necessarily, unsound and unscientific, because it tends to defeat itself 
as revenue producer. We submit that the revenue-producing ability of a tax is 
the only basis for its enactment or retention by the Federal Government. In 
addition, it cannot be questioned but that such a tax destroys initiative. 

A man who is devoting his energies to create an estate which will be liquid 
enough to sustain the enormous burden of such a tax upon his death cannot use 
his wealth in the development of new industries. We feel this tax is unsound 
for the same reason we would feel that a businessman who borrows from a bank 
in a crisis would use poor judgment if, after the crisis passed and his earnings 
were satisfactory, he sold a productive part of his plant and reduced his earn- 
ing power. In other words, he is selling his seed corn for cash. 

The uncertainty of yield of the tax is another reason against its usefulness 
as a part of the permanent fiscal policy of the Federal Government. No form 
of tax is absolutely settled in its yield, but we believe that one element of a 
satisfactory form of taxation is a reasonable degree of certainty of yield. It is 
conspicuous by its absence in the case of the Federal estate tax. 

The present law provides for a percentage credit of the amount of the Federal 
taxes for inheritance taxes paid to the State domicile. However worthy be its 
purpose, this operates to coerce the States into enacting inheritance tax laws of 
a sufficient severity to make use of the credit. So that its purpose becomes 
frankly one not of production of revenue for the needs of the Federal Govern- 
ment but a club to control State policies on matters of inheritance taxation. 

The tendency is drifting toward a centralization of the control of State policies 
in the hands of the Federal Government. To the extent that the Federal Gov- 
ernment needs revenue, they are welcome to all the sources of revenue that are 
open under the Constitution, when they need it; but we feel that they should 
not use it for the sake of forcing uniformity out of States that may have very 
good and sufficient reasons for having their own particular types of raising 
revenue and their own methods of arriving at a solution of their fiscal policies. 

We appreciate that there may be two sides to the question as to the desira- 
bility of having a superstate, if you like, and the States as political subdivisions 
thereof; but until the Constitution is amended to that effect we feel that the 
spirit of the Constitution should prevail, and that if the change is to be made 
it should be done by a frank decision on an issue clearly stated, rather than by 
this roundabout and more indirect method. 

Congress has no authority to accomplish by indirection, through the instru- 
mentality of taxation, social reforms in the several States, power to do which 
was not directly conferred. In spite of plausible arguments we cannot but feel 
that the real basic reason guiding many of those who, in spite of its relatively 
low yield and superfluous nature, urge the further retention of the Federal 
estate tax as a source of revenue is that it tends to bring about a redistribution 
of wealth in accordance with their views as to what constitutes national social 
reform. This is a responsibility which the States have not yet intentionally 
conferred on the Federal Government and which a Congress actuated by a keen 
desire to live up to the spirit of the Constitution will be slow to undertake until 
it has been explicitly conferred. 

Actually an inheritance tax by the States is no sounder in principle than the 
same thing on the part of the Federal Government. Still, this battle must begin 
somewhere. Repeal of the Federal law will be a good beginning. This is what 
the country hopes Congress will do. This is the issue upon which your com- 
mittee should take action. 

There are 2 arguments—and only 2—in favor of death levies. One is based 
upon the practicality of collection, the other upon the tenets of socialism. So- 
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cialistie doctrine favors it because it is supposed to prevent the accumulation 
of large batches of wealth in a few hands. 

Both these arguments are unsound, uneconomic, and in the end, antisocial. 
The mere fact that the Government finds it easier to take a vast slice of a man’s 
property after he is dead and cannot resist does not make the action just or 
reasonable. It isa matter of machinery and machinery has no morals. 

There are substantially none of the reasons which I have given, representing 
our association, for the estate tax which do not apply to the gift tax, except that 
the gift tax is much more easily avoided. It represents a diversion of normal 
transactions. People have made gifts for years. It has been customary for a 
father to make gifts to his children for many years, and it is an interference with 
the natural and normal processes which we believe should be allowed to go on 
in the normal way that they have always done, and not in the excitable way 
that they have done in recent years, due to the excessive surtax rates and to 
the high inheritance tax rates. 

The inheritance tax is a capital levy. It is nothing else. The Government 
simply waits until the property owner is out of the way and unable to fight or 
protest. Then it steps in and helps itself. 


CAPITAL LEVIES 


This actual wiping out of capital and its earning power is recognized as un- 
economic. It is recognized as such when there is talk of a capital levy. But, 
by some curious twist, when this capital levy takes the form of an inheritance 
tax the same destruction of capital power is winked at by our lawmakers. 

The people of the country are opposed to a capital levy in theory and in prac- 
tice, but they have found that it exists here under a different name. This realiza- 
tion accounts in some measure for the widespread demand for the repeal of the 
Federal estate tax. President Coolidge announced himself in favor of the repeal. 
At that time, also, 32 State governors signed a protest which was presented to 
Congress. 

Under present laws the tax on the estates of decedents runs to a maximum of 
77 percent and the tax on gifts to slightly over 57 percent. These rates not only 
seriously impair the incentive to work, produce, and save, but they are openly 
destructive of capital and eventually will destroy accumulations of capital nec- 
essary for industrial activity and expansion. 

These high rates compel the wealthy to seek comparatively safe, liquid invest- 
ments in order to provide for the heavy taxes that will be imposed upon their 
estates at death, thus further reducing the capital available for business ven- 
tures which have resulted in the development of this country and the advance- 
ment of the American people. 

Furthermore, as your committee knows, the amount of revenue from the estate 
and gift taxes is but a small part of the total Government receipts (about 1 
percent). Assuredly, the harm done to the economy by the present high rates 
is out of all proportion to the revenue produced, and cannot be justified by any 
argument based on fiscal needs. 

We believe the remedy for the entire situation is the abolition of the estate 
tax and of the gift tax at the earliest possible moment—and we believe that to 
be now. We believe in the reduction of the exaggerated income-tax rates; the 
adjustment if desired, but not the abolition, of the lower brackets of the income 
tax, and allowing gifts to take place in the normal fashion in which they have 
always been allowed to take place. 


INHERITANCE TAX HARMS THE GOVERNMENT 


The inheritance tax does more harm to the Government than it does good. It 
takes in less cash from inheritance than if no inheritance tax were imposed. It 
takes the accumulated capital that has been built up by its people over the years 
and spends it as though it were current income and depletes the capital of the 
country. It is very harmful to the small-business concerns and small corpora- 
tions. In many instances a business has been built up by generations in a family 
who have invested all of their unneeded earnings in capital investment and 
expansion of its facilities and have little or no funds with which to pay an 
inheritance tax, and in many instances are forced to either liquidate the business 
or sell it to a large corporation. The number of small enterprises that have 
been killed or absorbed by large ones is very alarming. Some relief has been 
provided for an extended period of payment of the inheritance tax in distress 
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cases, but this does not cure the trouble. The money is taken away from the 
small enterprises and either kills the enterprises or prevents them from expand- 
ing to take care of necessary or desirable added production. The small-business 
enterprises are the backbone of the country and have given a livelihood over 
the years to its employees and their families. The basis of the inheritance tax 
is “soak the rich,” but it is soaking the middle class and the Government far 
more seriously than the ultrawealthy; and in any event, it is taking the accumu- 
lated capital of the country and spending it as though it were normal income. 
It is killing the geese that lay the golden eggs. The inheritance tax should be 
repealed. In many cases the annual income tax on earnings in a year or two 
would give the Government more cash than the killed enterprise would pay in 
inheritance tax, and the income tax received would go on instead of being cut 
off by the winding up of the business. 

Here is an illustration of one company. One of the owners owned three- 
quarters of the company. The value of the company was about $500,000, which 
is probably more than could be obtained on a forced sale or liquidation. The 
three-quarter interest would be appraised at about $375,000, and the tax would 
amount to about $105,000. This year they will have about $200,000 earnings and 
pay about $100,000 in income tax; and if the balance of earnings were paid out 
in dividends, the stockholder would pay another $45,000 income tax. In 1 year, 
they will pay in income taxes more than would be collected in the inheritance 
tax, and that income tax would continue over a long period. It is assumed that 
the estate of the one who died would have to liquidate the business or sell it to 
a large company. Other illustrations with substantially the same results can 
be given. 

Here is an instance involving an estate tax case which illustrates a most 
important point. Not too long ago a member of a well-known family died and 
left $70 million. The death duties were over $50 million. The latter figure 
represents millions of dollars invested in American enterprise that the Govern- 
ment took, and, at the rate of spending now prevailing, it was gone in a matter 
of a few hours. 


LABOR’S STAKE IN LOWER TAXES AND TAX LIMITATION 


Leaders of the American Federation of Labor drafted a study of the economic 
conditions in America. At that time the leaders expressed considerable alarm 
at the condition of the country. Their statement was a cogent and penetrating 
analysis of the state of the Nation. It was not a one-sided, superficial approach 
to the matter. It was a comprehensive picture of the manner in which the “great 
experiment * * * undertaken by the Federal Government” was affecting the 
economy of the Nation as a whole—which, in turn, obviously affected labor. 

They concluded that this “experiment” had “profoundly affected the conditions 
and relations of the worker and the employer * * * trade and finance, industry 
and agriculture, government and business.” They reaffirmed the declaration of 
Samuel Gompers adopted by the AFL in 1923, and which stated: 

“The largest freedom of action, the freest play for individual initiative and 
genius in industry cannot be had under the shadow of constant incompetent 
political interference, meddlesomeness, and restriction. The threat of state 
invasion of industrial life is real. The continuing clamor for extension of state 
regulatory powers under the guise of reform and deliverance from evil can but 
lead into greater confusion and more hopeless entanglements.” 

Let us examine the criteria by which they judged these factors and then let’s 
bring them up to date. In this manner we can determine what the sentiments of 
organized labor should naturally be in the light of present-day circumstances. 

Finance.—Regarding this factor, their report stated : 

“Instead of providing industry and business with ample and continuing private 
eapital the banks have been compelled to invest in and finance the Federal Govern- 
ment.” 

Taxation.—The importance of reasonable taxation was stressed by these labor 
leaders in their report. They called the high rate of taxation “one of the great 
drags upon industry.” 

The report stated : 

“Experiments are costly luxuries. For the upkeep of innumerable boards, 
bureaus, and authorities, for the maintenance of persistent relief rolls, and 
the building of new and imposing Government enterprises, the cost has been met 
by increased taxes and increased public debt. 
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“One of the great drags upon industry has been the burden of taxation that 
has been imposed upon big and little business. There are literally thousands 
of industrial and commercial concerns which have been forced into red figures 
by the taxes which have been imposed on flagging business.” 

One illustration was noted by them as further evidence of the ruinous effects 
of unreasonable taxation. They reported: 

“In an examination of 163 typical corporations, taxes consumed 61.6 percent of 
the net earnings before taxes were paid. Nineteen of these companies reported 
a deficit before taxes, while the earnings of 15 others were wiped out by taxes, 
leaving deficits for the year.” 

They concluded regarding unreasonable taxation : 

“The effect of this tremendous drain on industry is doubly disastrous to 
labor and employment. Every dollar paid in taxes by industry is a dollar 
that cannot be used for payrolls, for development, or expansion.” 


INDUSTRY MUST PROSPER TO PROVIDE JOBS 


And, whereas the inflation of our economy and the increase of our national 
debt may make things seem better, they are, in fact, only adding to our woes. 
The report continues: 

“Labor has long recognized that the worker cannot be secure in employment 
unless industry is prosperous. Capital unemployed in productive enterprise 
means men and women unemployed. Private capital is not seeking investment 
in productive enterprise because there is no longer opportunity for highly 
profitable investment in great expansion of the Nation’s producing plant and 
equipment. The chance of even succeeding in business today is only about 
half as great as in the past, and the profits rewarding those who do succeed 
are at least 20 percent less. The risks are greater, the reward less. 

“Consequently, private capital is not seeking investment in productive enter- 
prise, but instead seeks security in tax-free Government bonds. It is high 
time, before it is too late, this Nation should return to the tried and tested 
procedures under which trade prospered and employment spread. 

“One of the great drags upon industry has been the burden of taxation that 
has been imposed upon big and little business. There are literally thousands 
of industrial and commercial concerns which have been forced into red figures 
by the taxes which have been imposed on them.” 

Matthew Woll, vice president of the American Federation of Labor, several 
years ago declared: 

“There should be a complete revision of our tax laws. Taxes provide the 
greatest single contribution to the cost of living today. It makes no difference 
whether these taxes are paid in the first instance by big business, industry, 
the public utilities, the railroads, the banks, or the insurance companies, it is 
the ultimate consumer who pays them in theend * * *. 

“There is abroad the general belief and conviction that the tax policy of 
the Government, coupled with its apparent attitude toward industry is pre- 
venting the normal expansion of American industry. It is the common belief 
that undue and unjust taxes are keeping billions of dollars of idle capital lying 
in the banks of the country because capital is afraid to take excursions into 
new enterprises or to assist in the expansion of old ones.” 

An outstanding specialist in the field of labor relations for more than 25 
years made some very pertinent comments in a number of addresses delivered 
before labor groups in recent years. Here are some of the statements he made 
before organized. labor groups: 

“We are now going beyond the safe limit of our taxable capacity. Last 
year’s tax amounted to nearly one-third of our total income and the tax burden 
is so great that it is more than can be carried by a private-enterprise economy. 

“There were days when men who accumulated wealth honestly were admired. 
Few wanted the power of the Government to deprive them of it. Their con- 
tributions to the well-being of the community were recognized, and others were 
encouraged to imitate them. This was the means for increasing the number 
of men who rose above the poverty line, through the zone of comfort, into the 
zone of wealth. 

“The truth is that the wage earner becomes one of the real victims of con- 
fiscatory taxes. On him taxes fall most heavily. If corporations didn’t have 
their staggering tax burdens, they could lower prices and give more money to 
their employees instead of to the Government. Therefore, the unions should 
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stand up and fight for lower taxes. These lower taxes on corporations would 
help the people far more than the corporations themselves, through whom these 
seen and unseen taxes are channeled to the people. 

“The way for labor to get more is to see that the employer has more to give, 
and the only way that can be achieved is by limiting the Federal income tax 
to a 25-percent ceiling. That would leave all of us with more income to take 
home and give employers more retained profits. From those profits, labor can 
get a larger share. But if the Government takes the employers’ profits, labor 
can’t get it. For that reason alone it would be wise for all labor organizations 
to back the drive for a 25-percent ceiling on income taxes. The important matter 
is to control the Federal Government’s power to tax. Today, that unlimited 
power, authorized in the 16th amendment, is a veiled threat. 

“We cannot legislate ourselves into prosperity. The basis for America’s eco- 
nomic strength is producing more goods faster and at lower cost than any other 
country in the world. Here free people work fewer hours, get higher wages, 
enjoy more leisure and luxuries than any other people, and have the highest 
standard of living in the world. 

“Oddly enough, most of the Socialist schemes, the so-called social reforms 
with the sharing-of-wealth and the something-for-nothing idea, seldom originate 
with those who are supposed to benefit most—the workers—but rather with 
small groups of intellectuals who have run out of formalized intellectual thrills 
and go hunting for intellectual perversities, using the workers to promote their 
ideologies. They wave the worker instead of the flag; they start out by praying 
for the workers, and end up by preying on them.” 


INVESTMENT ALONE CAN PROVIDE JOBS 


A machinist looking for a job would be surprised to come across an advertise- 
ment in his local paper saying, “Wanted—machinist. Bring your own lathe 
and start work immediately. Good wages.” No matter how badly a machinist 
needed work, he couldn’t take such a job, because the lathe in a modern machine 
shop costs from $10,000 to $100,000. Obviously, he has neither the lathe nor 
the thousands of dollars necessary to buy one. It requires an average of $15,000 
in invested capital to provide each man or woman in American industry with a 
job. The average savings of an American is about $1,100—counting his bank 
savings, Government bonds, and other securities. Therefore, it takes the life 
savings of 14 Americans to furnish the tools of 1 industrial job. Since 1 million 
young men and women enter the Nation’s work force each year, more than $10 
billion of new capital must be provided. 

Fortunately, workers in American industry do not have to supply the machine 
tools or the capital with which jobs are provided. Someone has to provide 
them. Corporation profits and investors with savings and surplus money are 
the only source from which capital can be obtained to provide the job for a 
man and his family. 


ANSWERS TO OBJECTIONS TO TAX LIMITATION 


Cpponents of tax limitation argue that a ceiling on taxes would have 
“shackled Congress and the President in the period when there were 10 succes- 
Sive years of deficits in the Federal budget.” The relevant question is: What 
was the dominant factor in producing those deficits? The compelling answer 
is: The stagnation of American business enterprise brought about by the dis- 
couragement of investment capital because of high taxes which, to a great 
extent, were made necessary by costly attempts to establish new philosophies. 
Taxes were not imposed merely to defray the expenses of established govern- 
mental activities, but billions were spent for social and economic experiments. 

One distinguished antagonist of tax limitation justifies the unlimited taxation 
of large incomes as a “safety valve” against “unwise revolutionary changes,” 
asserting that “those who pay high taxes can think of them as a desirable form 
of insurance against something a great deal worse.” I am among those who 
repudiate the doctrine that any American, rich or poor, must pay blackmail—as 
was in vogue in the totalitarian states—to forestall “revolutionary possibili- 
ities.” The taxation of citizens of this great Republic should be solely for the 
maintenance of the constitutional functions of their Government. If there were 
no other reason for restricting the power of Congress to take more than 25 
percent of income, the vital need to keep the taxing power from becoming a 
medium to impose social changes would be ample justification. 
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QUAINT THEORIES ADVANCED 


The phantom of revolution and revenge which the above-quoted apostle of 
unlimited taxing power conjured up to still any protests against confiscatory 
levies by Federal tax collectors is but one of the startling theories advanced 
by opponents of the proposed amendment. In the vain attempt to forestall the 
growing demand for a ceiling on Federal taxes, other quaint sophistries have 
been voiced. For instance, a spokesman for the United States Treasury argues 
that there is inherent virtue in the unlimited taxing power of Congress to de- 
stroy the income and savings of Americans; said he, “A Government whose 
powers were so limited that their misuse could do no damage would be a 
government so weak as to be useless.” The usefulness of our Government lies 
in the uncurbed ability to misuse its powers. The despots of old contended 
that “a king could do no wrong”; these opponents of tax ceilings proclaim 
that our Government must be able to do wrong. 

The objection has been made that the pending resolutions are a measure 
designed to help the rich at the expense of the poor and that if the maximum 
income-tax rate were reduced to 25 percent it would necessitate raising the 
money in some other way. The answer to that objection is that the lower rate 
will produce the larger revenue. Conclusive proof of this has been found in 
every tax reduction bill passed by Congress. 

Economists have long recognized that excessively high tax rates on incomes 
are self-defeating so far as the securing of revenue is concerned and that there 
is a point of diminishing returns beyond which the revenue produced is less 
rather than greater. 


IS THE RICH MAN PAYING HIS SHARE? 


On April 7, 1954, Senate Finance Committee Chairman Milliken said: 

“On the general criticism that we are doing things to favor the rich at the 
expense of the poor, I would like to read this into the record. A $5,000 man 
has 1.7 times the income of a $3,000 man, but he pays 1.9 times as much tax. A 
$20,000 man has 6.7 times as much income, but pays 14.2 times as much tax. 
A $50,000 man has 16.7 times more income than the $3,000 man, but he pays 54.1 
times more tax. A $100,000 man has 33.3 times more income than the $3,000 
man but pays 139.9 times as much tax. A $500,000 man has 166.7 times as much 
income but pays 979.7 times more tax than a $3,000 man.” 

Under this phony policy the Government shortchanges itself. Low taxes pro- 
duce more revenue for the Government than high taxes. 

Any objection to the proposed amendment on the ground that it discriminates 
in favor of the higher income groups is not well taken. The graduation of the 
rates in the present law from 20 to 91 percent is discrimination of the most 
extreme character, amounting to virtual confiscation in the higher brackets with 
the most harmful economic effects. What these amendments do is not to create 
a discrimination but to remove in part an existing one, to the benefit not only of 
those in the higher brackets, but to the people as a whole. 

The preservation of the private enterprise system is just as important to those 
with small incomes as it is to those with medium- and large-sized incomes. It is 
this system that has made possible the high wages and the high scale of living 
for the people of this country. 

In the case of individuals, 70 percent of the taxable income is in the bracket 
which includes incomes under $2,000. 

Moreover, 85 percent of the revenue from the individual income tax is pro- 
duced by the first-bracket rate of 20 percent when applied to the entire amount 
of taxable income in all brackets. 

Contrary to popular belief, the bulk of the revenue from the individual income 
tax comes not from the taxpayers with the higher incomes but from the tax- 
payers in the lower brackets, for that is where the income is. 

Will the repeal of the 16th amendment and the proposed limitation of the 
Federal Government’s taxing power outlined in the resolution we are considering 
today deprive the Federal Government of funds to carry on necessary funcitons? 

The answer to this question is a positive “No.” The record and experience of all 
previous tax-reduction measures stand exactly as written and no opponent of the 
program we are considering today has denied it because the official record and 
Treasury statistics preclude any challenging of the fact. 

The last official position of the Treasury with respect to these joint resolutions 
was set forth in a letter from Secretary Humphrey in 1954 to the Senate 
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Judiciary Committee considering similar proposals. Secretary Humphrey 
stated: “Under the special rule provided in this resolution some flexibility 
would be permitted in income-tax rates.” He mentioned certain assumptions and 
concluded: “Under these assumptions the effect of these joint resolutions would 
be a $7 billion reduction in revenues from existing levels.” 

This, of course, does not take into consideration the incentives and stimulus 
to business expansion and a broader tax base which must inevitably result in 
increased returns to the Treasury. 

This amount is actually less than we spend annually directly and indirectly 
on our so-called foreign-aid program. 


ALL NEEDED REVENUE CAN BE PROVIDED 


It is manifest that under the pending resolutions there is no legal limitation 
whatsoever upon the amount of revenue Congress may raise from the income 
tax either during peace or war. It can do everything that it has power to do 
at the present time, except to make the difference between the lowest and 
highest rate not more than 15 percentage points where the highest rates exceed 
25 percent. Where the top rate does not exceed 25 percent there is no limit 
on the degree of progression. The beginning rate, for example, could be 1 
percent and the top rate 25 percent. 

The amendments before us answer all the critics, unsound though their objec- 
tions are, except those who insist upon a heavy progression in rates for the 
primary purpose of penalizing the recipients of the middle and higher incomes, 
despite the relatively inconsequential amount of revenue involved and the ex- 
ceedingly harmful economic effects of such taxation. 

They permit Congress by a vote of three-fourths of the Members of each 
House to raise the rates at any time without limit. Where the top rate exceeds 
25 percent, however, it can be no more than 15 percentage points above the 
bottom rate. For example, if the bottom rate were 15 percent, the top rate could 
not exceed 30 percent. If the bottom rate were 20 percent, the top rate could 
not exceed 35 percent. If the top rate does not exceed 25 percent, however, 
there is no restriction at all on the bottom rate. 

This would make it in the interest of every taxpayer (1) to keep the top rate 
down to 25 percent (as compared with the present rate of 91 percent), and (2) 
to keep the bottom rate no higher than 10 percent (as compared with the present 
rate of 20 percent). ; 

This united self-interest of all taxpayers is relied on as a force that would 
keep the tax rates within reasonable bounds. There are 66 million individual 
income-tax payers in the United States. Their voting power is decisive. 


THE MIRACLE OF GERMAN RECOVERY 


Let us now take a quick look at the spectacular recovery of the West German 
economy, sometimes called the German miracle, which was brought about by 
incentive income taxation. From 1950 to 1956 industrial output increased at a 
cumulative annual rate of 12 percent. Furthermore, the gross national product 
doubled and the per-capita real income increased by 70 percent, although the 
population rose by a quarter, adding 10 million destitute refugees. 

Dr. Robert G. Wertheimer, professor of economics, Babson Institute, has been 
investigating the German tax situation since 1953. He points out that the 
maximum surtax rates have been reduced and the saving and investment incen- 
tives have permitted the setting aside and use of investible funds on an un- 
heard-of scale. In spite of the lowering of the tax rates, personal income-tax 
collections in Germany have tripled in the period from 1950 to 1957, and tax 
revenues grew at a faster rate than the gross national product. For example, 
personal income-tax collections increased by 163 percent in the last 7 years while 
the gross national product only doubled. 

His conclusion is that the German Government became convinced several 
years ago of the insidious danger of the steeply graduated income-tax rates to 
incentives to work, save, invest, and general growth in a free-market economy. 
Therefore, the steps taken to reduce the income-tax rates were most successful ; 
not only did the economy grow more rapidly than ever in a climate of stable 
prices, but total public revenues also expanded and secured a balanced budget. 

Just this week West Germany announced that 3 million persons have been freed 
from the income tax, raising the ratio of nontaxpayers to 47 percent of all 
workers. Married couples also will benefit from a new system of assessment. The 
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burden on big business has been eased. The tax on distributed corporation profits 
has been halved, cut from 30 to 15 percent. 

This all happened not in the United States. It happened in West Germany, 
by action of the Bonn Parliament. 

Constitutional limitations on the power of the legislature to impose taxes are 
not uncommon in the States. Property taxes are forbidden in 2 States, in 18 
States the rate for State purposes is limited, as is the rate which may be imposed 
for political subdivisions in 19 States. In the income-tax field the rate is limited 
in 3 States. 

THE LESSON OF HISTORY 


A chap named Isocrates declared : 

“It would appear that success is to be punished ; that exorbitant taxes have made 
it a crime for a man to prosper. The end result of such an order can only be the 
removal of incentive, the discouragement of our people, and the destruction of our 
free society.” 

He was the ghost writer for the King of Persia—400 hundred years before 
Christ. And he was right, you know. The Golden Age of Isocrates did end—in 
his own time. 

The House Ways and Means Committee during its extensive hearings last De- 
cember listened to some eloquent testimony on the discouragements of taxation. 
The committee got a good straight account from a succession of more than 100 
witnesses who could speak from firsthand knowledge of the tax discouragements 
faced by enterprising people in the United States. This testimony will be found 
in the hundreds of pages recording the actual experiences of the various wit- 
nesses. There was unanimous agreement among all witnesses on one point— 
that present income-tax rates are entirely too high. 

Yet, every time we suggest a revamping of our tax system, we invariably get 
the reply, ‘““‘Why you’d wreck our whole tax structure.” Why not? It’s full of 
termites and should have been torn down long ago. It’s so bad that Congress itself 
calls some of its tax measures nuisance taxes. The whole lopsided shack was 
built without a blueprint, an architect, a builder, or even a second carpenter. 

Let’s review what happened after our last tax-reduction bill: In 1954 a $7.4 
billion tax reduction was enacted. Yet between the 1954-55 fiscal year and the 
1956-57 fiscal year, receipts of the Federal Government rose from $60.4 billion to 
$71 billion—a gain of $10.6 billion in a 2-year period. 

Let me repeat, without a reduction in tax rates, a decrease in total Federal 
revenue is already in prospect. With lower rates we may well help to generate 
an upswing in economic activity which will give us the total revenue we need 
to meet our essential expenditures and still keep a balanced budget. 


WHAT CONGRESSIONAL TAX AUTHORITIES THINK 


Ata recent forum in his home State of Arkansas, Chairman Mills of the House 
Ways and Means Committee, advocated a reduction in taxes through a revised 
tax structure. “We could have a tax-rate structure on individuals that began at 
10 percent on the first thousand dollars and ended at 65 percent,” he said, “and 
take in as much money to the Federal Treasury as we now take in under the 
present Internal Revenue Code (which taxes 20 percent on the first $1,000 of 
taxable income, and soars up to 91 percent on the highest income). 

“That is the type of tax revision,” said Congressman Mills, “that would offer 
the greatest hope to the American people—increasing the possibility that our 
economy would grow and would continue to serve as a bulwark for national 
defense. There is an awakening, I think, to the fact that our tax laws must be 
revised in order to bring greater neutrality, greater fairness and greater equity 
into our system. 

“I have argued that it is not right for taxation to indirectly determine the use 
of money, whether it goes into this enterprise or into that enterprise; that taxa- 
tion should be so neutral in its effect as between the two that the signals of the 
market place will determine where money will go, so that, in the use of our 
resources, we will be certain that they are used as business requirements dictate.” 

Representative Mills also believes that most Government programs could be 
cut about 20 percent without damaging the services to be performed. He knows 
the inflationary dangers inherent in the deficits which have required the debt 
ceiling increases twice this year. He understands the impact of Government 
spending upon the inflation problem. 
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Representative Thomas B. Curtis, of Missouri, a high-ranking GOP member of 
the same committee, stated: “I do not believe we can continue much longer under 
our present tax system. It is eroding faster every day.” 

Ranking Republican member of the House Ways and Means Committee, Daniel 
A. Reed, in a speech published in the Congressional Record on April 2, 1954, said: 

“Advocates of high taxes often ignore the fact that high tax rates do not neces- 
sarily mean high tax yields. No matter how high tax rates may be, tax yields 
will be low unless the economy of the country is in high gear. A tax program 
should be designed to increase economic activity. If it is so designed, tax yields 
will remain at a high level, even though rates are lowered. This fact is demon- 
strated by our experience from 1921 to 1929. 

“Individual income-tax rates were reduced six times during the 1920’s. The 
cuts in individual income-tax rates made during the years from 1921 to 1929 did 
not result in a net loss of revenue.. During each of those years, not only was the 
budget balanced but there was a substantial surplus * * * 

“Despite these tax cuts, revenue (on a liability basis) from individual income 
taxes increased from $719,387,106 in 1921 to $1,001,938,147 in 1929—an increase 
of about 30 percent. A similar percentage increase would bring in about $9 
billion of additional tax yields today * * * 

“The conclusion which the experience of the 1920’s compels is that judicious 
cuts in individual income-tax rates have the effect of increasing the prosperity of 
the Nation, and that it is primarily the level of prosperity which determines tax 
yields, and not tax rates. 

“In comparing our present situation with the 1920’s, it should be further borne 
in mind that, today, our tax rates in the high brackets are not designed primarily 
for revenue purposes, but are the legacy of the social philosophies of the New 
Deal and Fair Deal. 

“Substantial modification of the existing Federal tax structure must be carried 
out before an adequate flow of investment money into private enterprise can be 
expected. 

“The Nation is now confronted with a situation where a clear-cut choice must 
be made. It is, namely, to continue the present tax system, which arrests the 
flow of funds into new capital enterprises, or to modify the system in the interest 
of industrial expansion, greater employment, and higher standards of living.” 


OTHER AUTHORITIES SHARE THE SAME VIEWS 


Congressman John W. McCormack, House majority leader, in a radio address 
delivered on September 13, 1939, said: 

“One of the deterrents, probably the greatest, to business expansion, is the high 
surtax brackets of the Federal Government. 

“The best interests of the man and woman who is looking for a job call for a 
sharp reduction of the present surtax rates. This and any other deterrents to 
business activity should be remedied as soon as possible. 

“Such action will not only help meet our unemployment problem, but, as 
business expands, relief costs will be reduced, and, at the same time, as expe- 
rience of the past has shown, governmental revenues will be increased.” 

The nonpartisan Brookings Institution, in a published report, says: 

“Substantial modification of the existing Federal tax structure must be carried 
out before an adequate flow of investment money into private enterprise can be 
expected. 

“The Nation is now confronted with a situation where a clear-cut choice must 
be made. It is, namely, to continue the present tax system, which arrests the 
flow of funds into new capital enterprises, or to modify the system in the interest 
of industrial expansion, greater employment, and higher standards of living.” 

President Eisenhower told a news conference last year that commonsense 
demanded some way be found to put a proper limitation on Federal tax rates. 
He argued that more tax money should be left for the States to collect, and 
emphasized that States should be able to collect sufficient taxes to enable them 
to carry out their responsibilities. 

Vice President Nixon has also proposed a bold program of tax cuts. He referred 
particularly to the fact that his suggested tax cuts should aim mainly at aiding 
business and easing the burden on high-bracket taxpayers so that they could 
engage more confidently in investment and expansion ventures. 

“Let us understand once and for all,” Mr. Nixon emphasized, “that business 
is the people. The people own it. And their ownership is becoming even more 
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widely diffused. They make their living out of business. They depend on busi- 
ness for progress, for opportunity, for their mutual well-being, and for the 
development and production of the military equipment which shields the Nation 
against aggression.” 

He added further: “If we wait for needed tax reform until we believe we can 
afford a tax cut, our economy will have been denied vitally needed stimuli for 
growth. We should consider the economic effects of downward adjustments in 
business taxes. The stimulating effects of even a small cut in the corporation-tax 
rate of 52 percent would lead to more rather than less revenue. 

“In the area of personal income, the almost confiscatory rates in the highest 
brackets stifle and prevent risk taking and encourage tax-avoidance devices. The 
small loss of revenue caused by reduction in these rates would inevitably be 
offset by the new investment and business expansion which would result.” 

The Vice President was merely repeating what we have stated over and over 
again; that taxes can be cut without necessarily reducing Federal revenue in the 
long run. If the lower taxes spur economic growth, the yield to the Government 
can actually increase. So, why wait? 


BORN INTO INCOME-TAX SLAVERY 


The first income tax was imposed in 1913, and there are few among our citizens 
who were qualified by age to vote when it became law. So, the overwhelming 
majority of today’s voters were born into the slavery of the income-tax amend- 
ment and never heard its merits debated and its evils exposed. 

No woman has ever had an opportunity to vote on this proposal, since woman’s 
suffrage was not granted until several years after the 16th amendment was 
adopted. 

One of the greatest statements ever made was on the 150th anniversary of the 
founding of this Government, when we had a session in the House Chamber. The 
Supreme Court was there, the Congress was there, the executive branch was 
there, and many foreign ambassadors and ministers were our guests. 

On that day, one of the shortest speeches was made by Charles Evans Hughes, 
Chief Justice of the Supreme Court of the United States. It ought to be required 
reading in the schools. But there he said, over and over, “You must go back 
to the sovereign people and test out the things that you do.” 

And so, what is proposed here in these resolutions for a constitutional amend- 
ment is nothing more than going back to the people and saying to them: 

“What do you think about the necessity, one-hundred-and-seventy-odd years 
after the formulation of the Constitution, for a limitation upon the powers of the 
National Legislature in the taxing field?” 

It is that simple. 

Mr. Tuck. I see on the list Hon. Bruce Alger, of Texas. I did not 
recognize him previously. 

Do you have a statement you would like to make ? 

Mr. Crow.ey. Yes, Mr. Chairman. 

Mr. Alger was unavoidably detained in another committee. He did 
ask me to submit this statement. He wanted me to take the committee’s 
time only to ask leave to submit the statement. He did not want me 
to take the time to read it. 

Mr. Tuck. We will be glad to receive the statement. 

Mr. Crowtey. Thank you, sir. 

Mr. Tuck. I know that the other members of the committee feel 
as I do that we will read the statement. We appreciate the ability 
of the gentleman from Texas. 

Mr. Crowtery. Thank you, sir. 

Mr. Tuck. It has been suggested that it appear in the record as if 
read. 

Mr. Crowtry. That would be preferable, if we may, sir. 

Mr. Tuck. Very well. 
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STATEMENT OF HON. BRUCE ALGER, UNITED STATES REPRESENTA- 
TIVE FROM THE FIFTH DISTRICT OF TEXAS, THROUGH FRANK 
CROWLEY, ADMINISTRATIVE ASSISTANT 


Mr. Atcer. My name is Bruce Alger. I represent Texas’ Fifth 
District. I want to thank the committee for this opportunity to 
appear briefly in behalf of my bill, House Joint Resolution 259, 
popularly known as the Reed-Dirksen amendment. 

It is my belief that one of our most imperative national needs is 
to develop a tax system by which our Government’s necessary opera- 
tions may be adequately financed and which at the same time will 
promote rather than destroy our taxpayers’ incentive to produce. 

That this incentive is being diminished if not destroyed altogether 
in many cases is manifest. Figures were submitted in congressional 
hearings back in 1954 indicating that the production of our highest 
income group had fallen appreciably during those years which saw 
their tax rates soar from 16 percent to the neighborhood of 70 percent. 

In our aim to better the fot of all our citizens, if we are to create 
new wealth through production rather than bog ourselves down in 
a sterile effort to redistribute existing wealth, would it not be well 
to maintain and encourage the incentive of our most efficient pro- 
ducers? Surely one principal means of doing this is to offer them 
assurance that they may retain an appreciable portion of what they 
earn, 

We have only to look about us at the efforts on every hand to dodge 
taxes, to discover loopholes in the law to realize that the higher rates 
enforced today are not popularly regarded as just, and are in fact 
deemed confiscatory in the highest brackets. 

What should the top limit on income taxes be? Though specific 
figures are incorporated in this bill, I would not pretend to know the 
er answer. It is my hope that through consideration of this bill 

Vv ~ committee just, proper, and practicable rates might be deter- 
mined, 

At this point with the adjournment of Congress imminent I realize 
this committee is hardly in a position to afford this bill the study and 
deliberation necessary if it is to accomplish its aim. 

Moreover, in a period when our Government’s income falls short 
of its necessary expenditures—a period of deficit financing, I would 
advocate no net reductions in revenue. This committee is better aware 
than am I, however, that tax rate reductions which tend to stimulate 
production often produce greater revenue than did the higher rates 
preceding such reductions. Again, the need for the most intensive and 
deliberate study is manifest. I urge the committee to undertake a 
study along these lines during the recess or as promptly as possible 
apes the reconvening of Congress. It is my sincerest hope that amid 
all the talk of giving relief to the small taxpayer some thought may 
be given, and action taken, on reducing the need for revenue through 
cutting expenditures, and to increasing revenue through reduced tax 
rates so scaled as to increase incentive and investment in productive— 
the source of all wealth. 

Mr. Lisonatt. The next witness is Mr. A. F. Metz, chief executive 
officer of the Okonite Co., of Passaic, N. J. 
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STATEMENT OF A. F. METZ, PRESIDENT, THE AMERICAN 
TAXPAYERS ASSOCIATION 


Mr. Merz. I am Albert F. Metz, Mr. Chairman. I am speaking 
as president of the American Taxpayers Association, with which I 
have been associated for a great many years. 

I will try not to duplicate anything that Mr. Casey has said and I 
will try to get my observations within the points that I think are of 
importance to the committee. And I believe that it will be of better 
service to you for me to limit my remarks to the two most important 
facets of the proposal for a constitutional tax amendment. 

These considerations are a proper constitutional check on irre- 
sponsibility in government. And in using the phrase “irresponsibil- 
ity in government” I do not indict human beings but rather the 16th 
amendment itself, which is certainly foreign to our Constitution and 
belongs in the Communist platform where it was born. 

The second consideration is the selection of a tax rate structure 
which produces, over the long term, the greatest revenue. 

Our platform and program are specific in the claim that the end 

result of taxes should be revenue, not socialism or social reform. Any 
deviation from this concept breaks the pattern of government for, by, 
and of the people. 
‘ The present 16th amendment invites Government irresponsibility, 
since it is beyond human possibility, even in the best of humans, to 
maintain self-discipline and sane judgment when earnings and wealth 
can be confiscated without restraint. Such free access to the private 
substance of the Nation will eventually make tyrants out of saints and 
cause the inflation that will curl your hair. 

Human excesses, that is, power hunger, opulence, paternalism, 
envy, and so forth, are inherent in everyone to some degree; and 
while they are present in every kind of government and economy, they 
are most pronounced in socialized or collectivized governments. 

We have seen these excesses at work in our own country in not only 
the 50 to 90 percent tax rates but also in the double ink trips taxa- 
tion involved in dividends, capital gains, inheritances, and gifts. 
Further evidence rests upon the retroactive tax which was labeled 
“forgiveness” when pay-as-you-go added 121% percent for 2 years to 
even the 90-percent rate, which can certainly ca called confiscation. 

These excesses are bound to pyramid and be accelerated by pres- 
sures for uneconomic, paternalistic reform on the one hand, and on 
the other by fanatics and despots for collectivism in all of its forms. 
Security and democracy have taken on the connotation of 51 percent 
arbitrarily controlling the substance of the 49 percent. 

We hold, therefore, that the surest preventive from irresponsible 
government and collectivist government and the surest incentive to 
responsible and efficient government is a proper limitation of tax 
rates. 

Concerning the more important constitutional concept of taxes for 
revenue only, it is difficult to understand why we are so slow in 
recognizing the documentation which conclusively proves that the 
greatest revenue is had when rates do not exceed the point of dimin- 
ishing returns. It is particularly notable that empiric conclusions 








AMENDING CONSTITUTION RELATIVE TO TAXES 47 


are evident in most of the documentation of our tax experience and 
that of others. 

For instance, No. 1, Secretary Mellon’s reduction of tax rates in 
the twenties produced surpluses with which a reduction of $10 billion 
was made in the national debt. That is a record that has never been 
equaled before or since. 

No. 2, the capital gains tax provides revenue at a 25 percent rate, 
whereas no revenue was had when capital gains were taxed at income 
tax rates. 

No. 3, a surplus was produced in 1948 because of tax rate reductions. 

No. 4, the 1954 adjustments provided greater revenues. 

No. 5, German tax rates were reduced from 95 to 55 percent maxi- 
mum and not only produced more revenues but reacted to increase 
real wages for German workers. Austria had a similar experience. 

On the other hand, the British experience with high rates has 
placed curbs on income and the rewards for enterprise. Conditions 
are generally deteriorating with a pound that is devaluated while 
the West German mark is as sound as the dollar. 

It is my considered opinion that if we had adopted the Sadlak- 
Herlong bills last year when the public attitude clearly indicated 

litical expediency for them, we would now be looking at a balanced 
fide and not at the hopeless outlook for many years of deficits. 

The association believes that we should address our efforts to a live 
and progressive economy in which capital is nurtured to provide 
more and better jobs for the backbone of our economy; that is, those 
whose earnings are from four to twelve thousand dollars per annum. 
They produce the bulk of service and merchandise. They purchase 
the bulk of these items. They have the urge to work 52 weeks a year 
to support themselves and improve their lot. Most importantly, 
they pay most of our taxes. 

We are making second-class citizens and slaves of this most im- 
portant segment through tax dictatorship, labor dictatorship, foreign 
policy dictatorship, and many other bureaucratic devices all stemming 
from an uncontrollable tax amendment. The risk capital now con- 
fiscated from incomes over and under $12,000 is sorely needed, par- 
ticularly at the small-business level, not only for operations but, 
equally important, for research and development. 

We recently surveyed the combined engineering capacity and ac- 
complishment of small industry in our area. It was amazing to 
learn it rated with many large industries and produced items which 
make for the success of automation, guided missiles, mechanization, 
and so forth. 

I hear the call, and perhaps I can wind this right up in a few 
minutes, and if I may have the privilege of filing a statement ? 

Mr. Tuck. If you desire, you may incorporate it in the record. 

Mr. Merz. I just want to make two statements here. 

I have yet to learn of any justification for the present high progres- 
sive tax policy spawned in the 16th amendment. Those opponents of 
our proposals, both vocal and apathetically silent, whom I have en- 
countered are either outright Marxists or are ignorant of the damage 
being done to both themselves and this great country with our present 
tax policy. 
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I strongly urge your most careful examination of the several pro- 
posals to establish, by constitutional amendment, a long-term tax 
policy that will reestablish a live progressive economy, that will 
provide increasing revenues, and, more importantly, attempt to assure 
the steady growth of the tax base and encourage equity investment. 

Thank you, Mr. Chairman and gentlemen. I appreciate the oppor- 
tunity of presenting these things to you. 

Mr. Tuck. We appreciate your coming here and giving us this 
information. Iamsure we will consider it 

Mr. Merz. Thank you. 

Mr. Lizonatit. And make our determination on the evidence pre- 
sented. 

Mr. Merz. Thank you very much, Mr. Chairman. 

(The remainder of Mr. Metz’ statement is as follows :) 





ADDITIONAL TESTIMONY OF ALBERT F’. METZ, PRESIDENT, THE AMERICAN TAXPAYERS 
ASSOCIATION, INC., AUGUST 6, 1958 


I continue with the discussion of the dire necessity for equity capital. 

Industrial jobs require an average investment of $15,000 per employee, prefer- 
ably equity financing. In the last 25 years I estimate that the excessive tax 
rates have siphoned off equity capital sufficient to have provided 2.5 million jobs 
which never came into being. These jobs and the taxes which they would have 
paid would be most welcome right now. Further, the Census Bureau forecasts 
that the labor force is outstripping population growth, making it necessary to 
provide more jobs in the next decade. 

According to the SEC and New York Stock Exchange, tax discrimination 

against equity investment has caused business to rely heavily on debt financing— 
a situation of increasing concern. Corporate debt since the end of World War II 
has accounted for about 80 percent of external financing. An important reason 
for this emphasis on debt is favored tax treatment of interest charges, compared 
with dividend payments. As a result, corporate debt has more than doubled—up 
to $130 billion—since the end of 1945. If postwar financing trends continue, 
corporate debt will probably rise another 50 percent by 1965. We might also 
observe that lenders of long-term money look with a jaundiced eye at borrowings 
in excess of 50 percent of net worth. In this respect, governmental policies 
should provide more incentive for common stock financing. 

Although the buildup of debt may not yet have become excessive or dangerous, 
the heavy weight of corporate obligations has reduced business flexibility in 
periods of economic decline. Many small firms have jeopardized their future 
by heavy reliance on debt financing. The absence of an adequate equity base has 
hampered the expansion of many firms, particularly the smaller companies. 

Encouraging business to expand investment—via a healthy financing struc- 
ture—and providing individuals with incentives to save and invest will, I believe, 
eliminate a principal cause of irregularities in the business cycle. 

Our economic growth since 1946 measured in inflated dollars seems impressive. 
However, actual growth in gross national product has been only 3.3 percent com- 
pounded annually. Under a proper tax policy product growth should be many 
times this rate, particularly if we wish to win the race for economic supremacy 
against the Soviet Union. If the economic race is lost, there is little chance of 
victory in a military contest. 

Mr. Casey has aptly explained that excessive income tax rates impede economic 
growth. Wecan add the following to this indictment : 

(a) Excessive rates of income tax negate the operation of the free market as 
to the ultimate determinator of rewards for economic effort. The more indus- 
trious, energetic, and capable the individual, the greater the tax penalty. 

(b) They promote centralization of governmental functions at the Federal 
level by affording a monopoly of taxable resources, which leads to the vicious 
circle of Federal fiscal supremacy and State dependency. 

(c) The pessimism which excessive tax rates normally engenders is accentu- 
ated under recession conditions. In any close balancing of business and economic 
factors, the impact of excessive tax rates may well be a deciding factor in the 
direction of an economic downturn. 
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(d@) The complexity of our tax system has now reached a most ridiculous form 
of insanity. 

A dangerous consequence of the steep progressive rates of Federal estate tax 
should be noted. It is common knowledge that many large estates have been 
put into tax-exempt trusts or foundations in order to avoid this tax. Insofar as 
trusteeship may, now or later, involve an influence on the management of the 
properties of businesses represented by the securities placed in trust, it will be 
in the direction of cautious, conservative policies. The danger is that dynamic, 
imaginative, courageous leadership of industry may be stifled by the caution and 
conservatism that are normal attributes of trusteeship. The law of mortmain 
has long since been abolished, but here is the possibility of a new kind of “dead 
hand” control that could be fatal to economic advance. 

We have long advocated return of the estate and gift taxes to the States. Were 
this done, it is less likely that the trend toward lodging estates in foundations 
would be as strong as it now is, because the rates of transfer tax would be lower 
at the State level. The vitality of American enterprise requires that the control 
of enterprise be with the living, not the dead. 

It is natural that until the results of proper tax limitation are fully understood, 
there be some apprehension as to a sudden loss of revenue. 

It is not expected that any tax limitation amendment would impose any such 
limitation overnight. A proper method is readily available in the Sadlak-Herlong 
bills, which provide a 5-year period of moderate reductions. 

If every condition affecting taxes remained static for 5 years; if population and 
economic growth stood still; if the taxpayers’ savings were sewn into the mat- 
tress; if Government budgeting did not sense a greater responsibility to the 
taxpayer ; if there was an artificial restriction on equity investment; if the human 
being completely lost his natural reaction to tax relief; if business could possibly 
prevent expansion and enterprise in the face of greater opportunities—then we 
could say that perhaps there might be a loss of revenue. How it could be esti- 
mated, I will leave to the statisticians. 

It is my firm conviction that each year of the 5-year period would consistently 
produce greater revenues than the present range of tax rates. Our history has 
consistently and inevitably proven this point. 

I would also like to express my gratitude for the generous statements made by 
Representative Emanuel Celler in my behalf. 


STATEMENT OF Hon. NoAn M. MASON, A REPRESENTATIVE IN CONGRESS FROM THE 
15TH DISTRICT OF THE STATE OF ILLINOIS, AND FOR MANY YEARS A MEMBER OF 
THE House WAYS AND MEANS COMMITTEE 


Mr. Chairman and members of the committee, included in the five identical 
resolutions which your committee is considering today is House Joint Resolution 
68, proposing an amendment to the Constitution of the United States relative 
to taxes on incomes, inheritances, and gifts, which I introduced in the House. 

Millions of Americans have been brought face to face with the full impact 
of the taxes which Congress imposed to meet the administration’s extravagant 
demands for more money to spend, more money to waste. And millions of 
American taxpayers became bitter, resentful, and angry as they made final 
payments to the Treasury on their income, and now look forward to still heavier 
taxes they will have to pay. Today the sinister prophecy of more than 100 
years ago is coming true. 

Mr. Chairman, why is the Federal Government spending so much money today? 
The President and Cabinet officers say it is to preserve us from the ruthless ad- 
vance of communism, to protect us from the Socialist system of poverty-stricken 
society which was devised by the evil mind of Karl Marx, which today threatens 
the prosperity and well-being of free America. 

But how can a slave state threaten the existence of a free state? How can 
a doctrine so foreign to our well-established and well-proved concepts of liberty 
and justice prevail in the face of tremendous production, the highest standard 
of living the world has ever known, and a national income that exceeds—either 
in total or per capita—any figure that any nation on earth has ever seen before? 

The answer, of course, is found in the words and prophecies of Karl Marx. 

In the Communist Manifesto of 1848 Karl Marx laid down his formula for 
the destruction of the capitalist system and the substitution of communism. 
Two points of the Marx formula are of especial concern to us. First, that all 
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estates should be confiscated by the state so that the state, the commune, would 
eventually become sole owner of all land, buildings, factories, and business en- 
terprises. Second, a graduated net income tax should be promoted because such 
a tax, however modest its beginning, would grow progressively to the point of 
confiscation, whereupon private property, private capital, private initiative, 
as we know them, would cease to exist. 

Mr. Chairman, we have come a long way along the road that Karl Marx 
laid out for us. True, we have not quite reached the point of 100 percent con- 
fiscation of inheritances; however, left-wing bureaucrats are constantly urging 
the Congress to grab more and more of the property that changes hands by gift 
or by death. But in our income tax today we are closely approaching expropria- 
tion of both individual incomes and corporate earnings to pay for budgetary 
excesses in both civil and military affairs and in foreign benevolences. If we 
do not put a stop to these budgetary expenses, they are bound to result in 
national bankruptcy. 

Not only are we completing the vicious circle of ruin that was predicted a 
century ago by Karl Marx, but we are also fulfilling the infamous destiny that 
was forecast for us in 1924 by Marx’s leading disciple, Nicolai Lenin, when he 
said: 

“Some day we shall force the United States to spend itself into destruction.” 

Mr. Chairman, we are already spending ourselves into destruction and ob- 
livion. Our Government offices have been invaded by wastrels, rascals, and 
thieves. Our economy is being guided—God save the mark—by leftists, dream- 
ers, and potential scoundrels. Today it is entirely possible, as has recently been 
unpleasantly revealed, for a knave to bribe his way out of paying the tax bill 
that he owes. And in the disorganized Pentagon today it is the general cus- 
tom—not the exception—for taxpayers’ money to be squandered in outrageous 
purchases, and in such appalling variance of contract prices, as would bankrupt 
any business corporation. Bureaucrats casually shrug off the loss of a million 
dollars here, $2 million there, $5 million somewhere else, as if money grew on 
trees or bushes. These unsound fiscal policies have fed the fires of inflation, 
shrunk the value of the dollar, cut in half every individual’s savings, and de- 
stroyed every citizen’s future personal security. And the billions we are pour- 
ing down the ratholes of Europe provide little or no assurance that we shall 
be able to count on European support in our day of need. 

The process of hauling ourselves back to solvency will be no easy task, but it 
ean be done. We of the Congress should assure the people—the taxpayers—that 
we are not unmindful of their problems and their distress. We should pledge 
them two things: First, that the administration’s outrageous budget shall be 
cut to the very bone; and, second, that income taxes from now on will be 
limited by a constitutional amendment to a figure that will no longer threaten 
bankruptcy to every family in the land. 

Specific recommendations for reductions of the preposterous $85,500 million 
budget have been made by various members of both parties in the Congress. 
Piddling cuts have been voted in a couple of appropriations; but until the full 
weight of a determined majority in the Congress effectively throws up a road 
block to halt the spenders, we shall continue to create—and pay for—more bu- 
reaus, more agencies, more Government control, more socialism, and less free- 
dom. We should heed the words President Lincoln uttered a century ago, and 
I quote: 

“You cannot bring about prosperity by discouraging thrift. You cannot 
strengthen the weak by weakening the strong. You cannot help the wage 
earner by pulling down the wage payer. You cannot further the brotherhood 
of man by encouraging class hatred. You cannot help the poor by discouraging 
the rich. You cannot establish sound security on borrowed money. You can- 
not keep out of trouble by spending more than you earn. You cannot build char- 
acter and courage by taking away a man’s initiative and independence. You 
cannot help men permanently by doing for them what they could and should do 
for themselves.” 

And, we might well add today—you cannot make a nation strong or mighty 
by impoverishing her people through excessive taxation. 

I believe that Government economy must be the first great step toward relief 
for taxpayers. But the second great step should follow close on the heels of the 
first; namely, the imposition of a tax ceiling beyond which the Government may 
not constitutionally go. The need for such a tax ceiling has long been recognized 
by economists. It is only recently that the people of America have come to 
realize that something must be done soon or they perish. 
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The excessive and oppressive Federal tax burden of recent years has brought 
about a tax rebellion that is today sweeping the Nation. It is a peaceful rebel- 
lion so far, but a grim and determined one just the same. Excessively high 
tax rates are drying up the streams of investment capital. Industrial expansion, 
the creation of more jobs, and the production of more goods are being curtailed 
and American industry is now being forced to go to the Government with cap in 
hand to beg for the risk capital needed for expansion. This eventually means 
Government ownership, Government supervision, and Government control—and 
that is socialism, just what England has today. 

The experience of England should be a warning to us. England’s heavy gradu- 
ated income tax and her confiscatory inheritance taxes finally forced her into 
Government ownership and socialism. We are traveling down the selfsame road. 
No wonder our people say, “Something must be done. It is time to call a halt.” 
No wonder every Congressman’s mail reflects the tax rebellion now going on in 
every congressional district in the Nation. 

What I have said about the attitude of the American taxpayer is not guesswork 
on my part, Mr. Speaker. It is based upon a scientific survey made over a period 
of more than a year. Periodically, since last year a nationwide group of tax- 
payers has been asked, “Should taxes be increased at this time?’ In January of 
1951, when the tax rate was at the reasonably low level that had been established 
by a Republican Congress, 42 percent answered the question by saying “No. We 
are already paying as much as the traffic will bear.” Two months later, while 
the 1951 tax bill was under consideration in the Ways and Means Committee, 
the percentage opposed to any tax increase had risen to 60 percent. Then, when 
the Senate was rewriting the tax bill and reducing somewhat the increase that 
the House had voted, 76 percent of our taxpayers said, “No, we cannot stand 
any further increase in tax rates.” And just recently 83 percent of our tax- 
payers—S83 percent, mind you—stated emphatically that taxes should not be 
raised again; that they were now paying more than they could afford to pay and 
still live decently, and that the time had come to call a halt. 

This is the greatest and most rapid change in public opinion that has ever 
been registered on any matter of national import—from 42 to 83 percent in 
1 year’s time. Yet Mr. Leon Keyserling, the Chairman of President Truman’s 
Council of Economic Advisers, has expressed the complacent and politically un- 
sympathetic opinion that another increase in taxes would be entirely in order. I 
ask you, Mr. Chairman, how far do the spenders think they can push the Amer- 
ican people before they create open revolt against their unwise tax policies? 

In each of the past three Congresses I have introduced a House joint resolution 
proposing an amendment to the Constitution relative to taxes on incomes, in- 
heritances, and gifts. I can well understand why many of the States are aroused 
and now urge a Federal tax ceiling, because the Federal Government today takes 
four-fifths of every collected tax dollar, leaving the State and local governments 
in the difficult position of trying to support themselves on the remaining one- 
fifth. Twenty years ago the reverse was true. The Federal Government got 
along on one-fifth of the tax dollar, leaving four-fifths for the State and local 
governments. 

Mr. Chairman, a constitutional convention is a risky experiment, for its ma- 
chinery might easily be seized by subversives and its purposes perverted to ob- 
jectives entirely at variance with those originally intended. I say, let the Con- 
gress act first—in the orthodox manner—pass the necessary limiting resolution, 
and then submit it to the States for ratification. Surely there are enough of 
us who recognize the necessity of giving immediate relief to the overburdened 
taxpayer. If the Congress acts first, then—in an orderly fashion—the amend- 
ment to the Constitution can be approved by the States and put into effect. 

For many years our most profound students of economics and fiscal policy 
have advocated moderation in taxation, and have warned against giving too 
much power to the Federal Government. As long ago as 1910, Mr. Richard E. 
Byrd, then speaker of Virginia’s House of Delegates and father of Senator 
Harry Byrd, said: 

“By approving this proposal [the income tax amendment] the State actually 
invites the Federal Government to invade its territory, to oust its jurisdiction, 
and to establish a Federal dominion within the innermost citadel of the reserved 
rights of the Commonwealth. * * * An army of Federal inspectors, spies, and 
detectives will descend upon the State. They will compel men of business to 
show their books and to disclose the secrets of their affairs. * * * On the one 
hand, the inspector can blackmail the taxpayer and, on the other, he can profit 
by selling his secret to his competitor. Who of us who have had knowledge of 
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the doings of Federal officials in the internal revenue service can be blind to 
what will follow?” 

Prophetic words, those, words which, in the light of exposed corruption in the 
Internal Revenue Bureau, might well have been uttered last week instead of 40: 
years ago. 

Nor was Senator Byrd’s father the only man to see the inherent dangers of the 
progressive net income tax. Another great Virginian, Senator Carter Glass, 
wrote into his party’s 1920 national platform these words: 

“We advocate tax reform and a searching revision of the war-revenue acts to 
fit peace conditions, so that the wealth of the Nation may not be withdrawn from 
productive enterprises and diverted to wasteful or nonproductive expenditures.” 

Later, Senator Glass added: 

“In my report as Secretary of the Treasury, I specifically advocated the reduc- 
tion of the maximum tax, and indeed, of all the taxes of the upper brackets of 
the surtax, and laid down the principle * * * that the maximum surtax could 
easily be placed at a figure which would actually deprive the Government itself 
of revenue. * * * 

“This Government has no right,” the Senator went on to say, “‘to levy taxes for 
any purpose other than required by the Constitution for services economically 
rendered at cost. Beyond that it is public larceny.” 

Again, these are prophetic words—as we now realize. Our tax system of today 
is public larceny and nothing else. It does not even pretend to limit its ex- 
penditures to the purposes required by the Constitution—and you have only to 
read the testimony of civil and military witnesses before our various congres- 
sional committees to know that there is today no such thing as “services eco- 
nomically rendered at cost.” In fact, in the gobbledygook of Washington, the 
simple words “services economically rendered at cost” are entirely forgotten ; 
they have been completely erased from our vocabulary. 

Let me give you another pertinent quotation—from a man who was recognized, 
even by the political opposition, as greatest among all Secretaries of the Treas- 
ury, Mr. Andrew Mellon. In his book, Taxation, the People’s Business, pub- 
lished in 1924, Secretary Mellon said: 

“Tt is the opinion of some authorities on taxation that this figure’—where in- 
vestment will convert from tax-exempt to taxable securities—“is below 15 per- 
cent. None of them place it as high as 25 percent. It is not too much to hope 
that some day we may get back on a tax basis of 10 percent, the old Hebrew 
tithe, which was always considered a fairly heavy tax.” 

If the matter were not so vitally serious to every wage earner in the land, we 
could split our sides laughing over the simple-minded guilelessness of a Secre- 
tary of the Treasury who could see no reason why the income tax should be 
higher than 10 percent. But we must remember Mr. Mellon held office in a day 
when the national budget was $6 billion, instead of $85.5 billion; when receipts: 
exceeded expenditures instead of being 10 to 15 billion dollars short; when 
there was honesty in the Internal Revenue Bureau and in the Department of 
Justice. That was before big tax dodgers could avoid payment of their taxes 
by knowing the right people, by gifts of mink coats, by tips on the races, or by 
the pretense of illness. Unhappily, that day is gone. Today we have in govern- 
ment none of the fine old conservative financial geniuses who used to keep the 
ship of state on an even keel by handling its money matters as carefully as they 
handled their own. 

Taxes must come down. I repeat: Taxes must come down. And since no one 
seems to have the moral courage to bring them down by normal means, we must 
adopt a constitutional amendment to do the job. Do not tell me that it cannot be 
done. It can be done and it must be done—in spite of the arguments of big and 
little bureaucrats; in spite of hand-wringing protestations of the O’Mahoney 
Committee and the Patman Committee to whom it is evidently much more im- 
portant that present-day bureaucrats keep their forefeet in the public trough 
than to have the future solvency of the United States protected and preserved. 
Their puny arguments, which I imagine few of you have bothered to read, are 
so easily shot full of holes that I shall not even take the time to answer them. 

The proposed constitutional tax limitation is not—as some have tried to 
argue—a rich man’s tax relief program. On the contrary, it will help the little- 
income folks—the wage earners, the small-salaried people, the pensioners, and 
others of limited means who today are paying more than one-third of their 
incomes to support grandiose spending schemes, impossible and impractical at- 
tempts to support the world. One-third of one’s income is althogether too heavy 
a Federal tax for people with an income of $5,000 or less to bear. 
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My bill proposes to establish 25 percent as the top limit of income tax except 
in time of war. That, of course, is merely a tentative figure, never intended to 
be final, advanced to establish the principle of a tax ceiling. In operation the 
tax could be graduated—a low rate for low-bracket incomes, a higher rate for 
middle-bracket incomes, and the top rate for top-bracket individual incomes and 
for corporations, but never approaching the confiscatory tax rates that exist to- 
day and threaten to be even more tomorrow. 

AS a specific proposal—to study, to consider, to ponder over, and to amend— 
I offer the following personal income tax schedule as a basis or starting point: 

Upon all taxable incomes of $0 to $2,000 a tax of 15 percent. 

Upon all taxable incomes between $2,000 and $4,000 a tax of 20 percent. 

Upon all taxable incomes between $4,000 and $6,000 a tax of 25 percent. 

Upon all taxable incomes between $6,000 and $10,000 a tax of 30 percent. 

Upon all taxable incomes between $10,000 and $20,000 a tax of 35 percent. 

Upon all taxable incomes between $20,000 and over, a tax of 40 percent. 

Such a personal income tax schedule would result in an immediate loss to the 
Treasury of $8.5 billion, $6.5 billion of which would be tax relief for the taxpayers 
in the first two brackets—‘the little fellows.” 

Along with this personal income tax schedule should go a 40-percent tax rate 
upon corporation income, made up of a 25-percent rate upon all corporation 
incomes, with a 15-percent surtax upon all corporation incomes over $25,000. 
This would also result in an immediate loss to the Treasury of $8.5 billion. 

The question immediately arises, “Can the Treasury stand an immediate total 
loss of $17 billion?” Judging the future by the past—and that is the only way we 
can judge it—the answer to our question is an emphatic “Yes.” That would still 
leave $61 billion Treasury receipts to operate the Federal Government, out of the 
estimated $78 billion tax expectation. 

The excessively high tax rates of World War I were reduced four separate 
times under the urging of Andrew Mellon, and each time the business expansion 
that took place as a result of the tax reduction so broadened the tax base that 
more dollars actually flowed into the Treasury after the tax reduction than 
before. 

Again, in 1945, the Congress passed the Doughton tax-reduction bill, reducing 
the high war taxes between six and seven billion dollars. This was done in the 
face of a Federal deficit for that year of $21 billion. What was the result? A 
tremendous business expansion happened almost overnight. Five million new 
jobs were created; the national production index jumped 15 points; and the 
Treasury receipts jumped to an all-time high, ending the fiscal year of 1948 with 
an actual Treasury surplus of $8.4 billion. Therefore, judging the future by the 
past, we state very emphatically and confidently that tax limitation, the adop- 
tion of a tax ceiling, with the resultant tax relief, will pay off on the long run. 
It will be good business. Also, in my opinion, it is the only fiscal salvation in 
sight today for the American people. 

Recently a group of State and local officials—governors, mayors, and county 
officials—came to Washington to protest the growing tendency of the Federal 
Government to hog all the tax receipts, forcing them to get along with the leav- 
ings. My mail—and yours too—expresses the dissatisfaction and resentment of 
our people over our present-day excessively heavy taxes. These are straws in 
the wind. They should indicate to this Congress that our spendthrift, profligate 
days are over, that we must provide tax reform and tax relief, and do it 
immediately. 

For the foregoing reasons, Mr. Chairman, I urge the House to pass a tax- 
limitation resolution without delay. If we want to head off financial chaos, 
national bankruptcy, repudiation, and dictatorship, we must act, and act now. 


THE LIBRARY OF CONGRESS 
Legislative Reference Service 
Economic ASPECTS OF AN INcomME Tax Rate LIMITATION OF 25 PERCENT 
SUMMARY 


A 25 percent constitutional limitation on the rate of Federal income tax that 
may be charged is the object of various proposals. Two of them are considered 
here: first, amendment through a constitutional convention which the State 
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legislatures are requesting Congress to call, and second, the Reed-Dirksen pro- 
posal to amend the Constitution through action initiated in Congress. 

This paper is concerned with the economic aspects of rate limitation. It does 
not answer questions concerning which States have requested the calling of a 
constitutional convention, nor the legal aspects of such a convention if one is 
called.* It discusses the pros and cons of adopting such an amendment. The 
arguments are reviewed under the following headings : 

Introduction and Background (par. 1-6) 

Tax Rates and Incentives (par. 20-82) 

Checking Wasteful Spending versus Crippling Federal Operations (par. 
13-19) 

Tax rates and Incentives (par. 20-82) 

The Wealthy as Principal Beneficiaries of Rate Limitations (par. 33-86) 

Shifting of Tax Burden to Less Well-to-do (par. 837-48) 

Other Aspects of Federal States Relations (par. 44-50) 

Desirability of Constitutional Amendment Per Se (par. 51-55) 


In support of their proposal, proponents argue that reduced rates will provide 
business with added incentives which will protect our economic system of free 
enterprise (par. 21-26), especially small business (par. 26). Because of the 
additional business which will flow from added incentives, revenues over the 
long haul will tend to hold up (par. 9-10). If there is a substantial decline 
in revenue, that will have the advantage of checking wasteful spending by the 
Federal Government (par. 14-16), and cause the Federal Government to with- 
draw from fields more properly to be cultivated by the States (par. 14, 45). 
Overall, we could look to better protection of our national credit and solvency 
(par. 16). Asa result of adopting rate limitation, all the people of the country 
would benefit through lower prices for consumer goods which would be possible 
under lower taxes (par. 29). 

Opponents of the proposals on the other hand discount the added incentives 
which would be provided by lower taxes (par. 27-32) because men do not work 
for money alone (par. 31), and fear the loss of revenue (par. 11-12). The limi- 
tation would have the effect of crippling Federal operations (par. 17-19), 
especially impairing our ability to carry our huge war-induced debt (par. 18). 
A further unfortunate aspect of the proposals is that it is the wealthy who will 
benefit most (par. 36), and principally at the expense of the less well-to-do who 
will have to bear the burden of additional and perhaps regressive taxes (par. 
41-48). Finally, a result of the amendment, if it is adopted, would be to shift 
additional burdens to the States and contribute further to the problem of co- 
ordinating Federal, State, and local taxes (par. 48-50). 


INTRODUCTION AND BACKGROUND 


1. The Federal Government is currently collecting taxes at the rate of nearly 
$73 billion a year. Of this $73 billion, about $58 billion or 80 percent comes from 
income, estate and gift taxes. Destruction of private capitalism is seen as a 
consequence of this continued taxation. Usurpation of State prerogatives and 
functions, waste and extravagance are charged. To prevent continuance of this 
condition which is believed by some to be alarming, various devices have been 
proposed. 

2. At the present time, individual income-tax rates range from 22.2 percent to 
92 percent. The maximum effective rate is set at 88 percent. Corporations 
pay a tax of 30 percent on the first $25,000 of income and 52 percent on all income 
over $25,000. Corporations subject to an excess-profits tax pay a rate of 30 
percent on the profits deemed excess. Total corporate income and excess-profits 
tax may not exceed approximately 70 percent. Death taxes range up to 77 
percent and gift taxes up to 57.75 percent. Some rate reductions in the corpora- 
tion income taxes will occur under present law on July 1, 1953 and April 1, 
1954. Rates on individuals will drop effective January 1, 1954. 


1 Reports of two congressional committees have examined these matters: Joint Com- 
mittee on the Economic Report and the Select Committee on Small Business of the House 
of Representatives, “Constitutional Limitation on Federal Income, Estate, and Gift Tax 
Rates,” 1952, 48 pages; Staff of the Committee on the Judiciary, House of Representatives, 
“Problems Relating to State Applications for a Convention to Propose Constitutional 
Limitations on Federal Tax Rates,” 1952, 31 pages. 
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3. At least two separate movements which seek to secure amendment of the 
United States Constitution to set a limit on the maximum rate of Federal income 
tax have gained considerable momentum. The first of these to be considered 
here gets its legal impetus through action of State legislatures* requesting 
Congress to call a constitutional convention to propose the particular amend- 
ment.® This proposal has been sponsored and urged for a number of years by 
several organizations, including the American Taxpayers Association, the Com- 
mittee for Constitutional Government, and the Western Tax Council. The see- 
ond movement stems from the proposed constitutional amendment *‘ offered in the 
House of Representatives by Representative Chauncey W. Reed and in the Senate 
by Senator Everett M. Dirksen, both of Illinois. In its 1951 form,°® which differs 
from that of 1953, the proposal received the endorsement of the House of Delegates 
of the American Bar Association. 

4. Both proposals call for a 25 percent maximum rate on income taxes. The 
proposal supported by the State legislatures also imposes a 25 percent limit on 
estate and gift taxes, while the Reed-Dirksen proposal completely repeals Fed- 
eral estate and gift taxes. Both proposals provide that the 25-percent limit can 
be exceeded under certain conditions. Under the State proposal, Congress in 
the event of war may, by a three-fourths vote of each House, exceed the 25 per- 
cent limit. The Reed-Dirksen proposal, in its 1951 form, provided that on a 
favorable vote of three-fourths of the Members of each House of Congress, the 
maximum 25 percent rate could be raised to 40 percent in peacetime and suspended 
entirely in time of war. In its 1953 form,’ the 25 percent limit on income taxes 
and complete repeal of the estate and gift taxes are retained as objectives, but 
there is substituted for the former escape clause a new provision under which 
Congress upon a favorable vote of three-fourths of each House may at any time 
raise the 25 percent limit to any figure it chooses, provided that the spread be- 
tween the minimum and maximum rates may not exceed 15 percent. Thus if a 
maximum rate of 25 percent is set, the maximum can be 40 percent; if the mini- 
mum is 20 percent, the maximum is 35; if the minimum is 35 percent, the maxi- 
mum is 50 percent. 

5. Heretofore, in this discussion, reference has been made to 25 percent rate 
limits without specifying whether 25 percent is the maximum (marginal) rate 
or the maximum average (effective) rate. The State proposals most recently 
have been using the phrase “maximum aggregate rate of tax” instead of the 
former more ambiguous “maximum rate of tax.”* The Reed-Dirksen proposal 
clearly refers to a maximum marginal rate. In the discussion which follows, the 
State-supported proposal is discussed in terms of maximum effective rates, and 
the Reed-Dirksen proposal in terms of maximum marginal rates. 

6. The succeeding pages of this report will discuss the arguments of the pro- 
ponents and opponents of the various proposals. 


TAX RATES AND THE REVENUE 


7. Opponents of the proposals under consideration greatly fear the revenue 
loss that would result from their adoption. Estimates of the actual revenue 
loss that would be suffered are difficult to appraise because the actual loss that 
will be incurred will depend on whether or not any added business stimulus 
provided by the reduced rates will tend to make up the loss in whole or in part. 
Some proponents talk as though they believed there would be actually no loss 
whatsoever and some opponents make computations of estimates on the assump- 
tion that there would be no business gain whatsoever. Admittedly, it is very 
difficult to do much more than estimate what the mathematical revenue loss 
would be disregarding any increased business and revenue that would flow 





2 Representative Noah Mason has also introduced this same proposal in the House of 
Representatives. The proposal has been introduced for several years but is currently 
H. J. Res. 61 (83d Cong., 1st sess.). . 

8 Article V of the Constitution provides that Congress, on application of the legislatures 
of two-thirds of the States, shall call a convention for proposing amendments. This 
method of adopting a constitutional amendment has never heretofore been followed to a 
successful end. To become effective, the proposal of the convention would need the ap- 
proval of the legislatures or conventions of three-fourths of the States. 

«This amendment according to its terms and Article V of the Constitution would become 
effective upon adoption by two-thirds of both Houses of Congress and ratification by 
legislatures of three-fourths of the States. 

5H. J. Res. 323 and S. J. Res. 108 (82d Cong., 1st sess.). 

*H. J. Res. 103 and S. J. Res. 23 (83d Cong., Ist sess.). 

7™These differences would have no limiting effect on the constitutional convention which 
would be free to propose any amendment it chose, or propose none. 
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from reduced taxes. Corporations would undoubtedly be the greatest gainers 
from the reduced tax level. It has been recently estimated that the savings in 
corporation taxes from a 25-percent maximum rate would be about $13.5 billion.® 
This same source places the savings to individuals from a 25-percent maximum 
on income taxes at $2.7 billion, while the saving on death and estate taxes 
would be about $143 million. The income tax saving under the Reed-Dirksen 
proposal would not be greatly different from the State-supported proposal, 
although complete repeal of the death and estate taxes would increase the 
Saving to over $900 million. It will be seen then that the mathematical loss 
would be somewhere between $16 and $17 billion. 

8. If, and to the extent, that the reduced rates stimulate greater business 
and thus increase the yield of the income tax, the actual loss will be reduced or 
eliminated. Succeeding paragraphs will review the arguments on the extent of 
the business stimulus provided and the overall effect on the revenue. Closely 
related to the revenue aspect is the subject of taxes and incentives which is 
discussed in a succeeding section (pars. 20 to 82). 


Proponents of the proposals argue: 


9. Tax rates at moderate levels can be more productive of revenue than the 
higher rates currently in force. The explanation is found in the fact that the 
lower rates will so stimulate business that shortly after being put into effect 
taxable income will rise to a point that will offset any immediate loss occasioned 
by the reduction. This conclusion is borne out by our experience in the 1920’s: 

“In 1926, for example, the maximum rate of tax on individual income was 
reduced from 46 percent to 25 percent, and in 1929, it was further reduced to 
24 percent. Taxes paid by individuals for each of the years 1927, 1928, and 
1929 under the reduced rates were greater than the total for 1924, when higher 
rates prevailed. Moreover, we forgave foreign nations billions of dollars of 
their indebtedness to us and during that period the corporation income tax 
was at a flat rate of 10 percent.” ° 

10. This reasoning then continues in this form: 

“A comparison of the 6 years, 1926-31, inclusive, during which the maximum 
individual surtax rate was 25 percent, with the 6 years, 1932-37, inclusive, is 
most instructive. In the later period, with a substantial increase in popula- 
tion and much higher tax rates, the average annual national income was less, 
the number of unemployed workers was more than double, wages and salaries 
were less, farm income was less, new capital issues and private construction 
were vastly less, and despite a drastic increase in tax rates in no year was 
the Federal budget balanced. These conditions continued until the war ended 
the depression. 

“It should be added that during the first period the national debt was reduced 
by $3,715 million, while during the later period it was increased by $19,624 
million.” * 


Opponents of the proposal argue: 


11. It is the most wishful sort of thinking to believe that low tax rates will 
produce as much revenue as high tax rates. Of course it is true that tax rates 
can be raised so high as to result in diminishing returns but there is no evidence 
to prove that any rate beyond 25 percent is automatically self-defeating. If a 
rate of 25 percent would produce more revenue than a rate of 30, 40, 50, or 60 
percent, why wouldn’t a rate of 20 or 15 percent provide even more? That the 
proponents of tax reduction don’t really believe their own argument is seen in 
the fact that they are willing to have rates increased during emergencies, pre- 
sumably for the purpose of increasing the revenue. 

12. It is proper also to point out the fallacy attached to the frequently cited 
statistics to the effect that reduced rates during the 1920’s resulted in increased 
revenues. The fact is that increased revenues resulted not from the reduced tax 
rates but rather from the general state of the economy. If the proponents of 
these constitutional amendments wish to credit low tax rates with the prosperity 
of the 1920’s they must also credit low tax rates with the depression of the 1930's. 
This follows logically, because the depression began while low tax rates were in 
effect. The tax increases of the 1930’s were made in an effort to recoup revenues 


®U. S. News and World Report, January 23, 1953, p. 86. 

® Frank E. Packard, Taxes, July 1951, vol. 29, p. 517. 

2 Robert B. Dresser, “The Case for the Income Tax Amendment: A Reply to Dean Gris- 
wold,’ American Bar Association Journal, January 1953, vol. 39, pp. 28, 84. 
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lost by reason of the low rates which continued for nearly 3 years after the 
collapse which began in the fall of 1929. 


CHECKING WASTEFUL SPENDING VERSUS CRIPPLING FEDERAL OPERATIONS 


13. Opponents of the proposals to limit tax rates, fearing substantial 
revenue losses, contend that Federal operations would be crippled or, in the 
alternative the Federal Government would be forced into further deficit spend- 
ing or printing of paper money. Retirement of the debt would be impossible. 
Proponents of the proposals who depart from the contention that there would 
be no revenue loss, find pleasure in a situation which would cause the Federal 
Government lacking funds, to withdraw from fields into which it should never 
have gone; this would restore to the States their rightful responsibilities and 
prerogatives. The particular hazards foreseen by opponents of the proposals vary 
according to which of the various proposals are being considered; these will be 
pointed up in the pro and con discussion below. 


Proponents of the proposals argue: 


14. It is the abuse of the taxing and spending power, coupled with an un- 
warranted extension of the powers of Congress to regulate interstate commerce, 
that has led to the concentration of power in Washington. If the power to raise 
money through extremely high tax rates is removed, then the Government will 
be inclined to a more critical appraisal of its own functions and needs, and we 
shall eliminate some of the philosophy of tax and spend, and spend and tax. 
So strongly is it felt desirable to restore to the States some of the functions now 
performed by the Federal Government that adoption of the tax limitation amend- 
ment would be deemed worthwhile even though the States should be forced to 
raise taxes by an amount equal to those surrendered by the United States. 

15. Citing the present emergency as one not meeting the “state of war” re- 
quirement before rates under the State legislature proposal could be raised beyond 
25 percent (paragraphs 4, 17) is to make too much of a technical point. The 
proponents of the proposal consider the hostilities in which we are engaged in 
Korea as clearly meeting the requirements of the proposal, and if they do not 
then the amendment could easily be so worded as to take care of situations such 
as this. 

16. Finally, instead of impairing the credit of the United States, adoption of 
a limiting amendment would do much to protect its credit and solvency. The 
best guaranty of national solvency is the ever-expanding economy and ever- 
increasing national income and wealth that would be promoted by the amend- 
ment. Moreover, if there is a real need for more funds to finance some essen- 
tial Government activity, we can still resort to sales and excise taxes, which 
will provide a source of revenue of very substantial size. At the present time, 
no nation in the world places less reliance on these taxes than does the Govern- 
ment of the United States. 


Opponents of the proposals argue: 


17. If a revenue loss such as that predicted (par. 7) should result, the in- 
evitable consequence would be the inability of the Federal Government to finance 
its necessary operations. The current situation is an excellent example of what 
would happen. Today with all our high taxes we are unable to finance defense 
and related activities without running a deficit. How then would it be possible 
with our most important taxes greatly reduced? The Reed-Dirksen proposal— 
if we assume an unwillingness to have a minimum rate in excess of 25 percent— 
would not at any time allow income tax rates exceeding 40 percent. Likewise, 
the State-supported proposal fixing a 25 percent maximum except in time of 
war fails to give proper attention to the needs of Government at any time short 
of war. War costs do not all begin and end with the actual period of war; 
much of the costs are carried over for several years after the actual termi- 
nation of hostilities. For example, payments for veterans’ benefits and interest 
on the public debt are currently running at about $11 billion a year and these 
are likely to run on war or no war; yet they are principally traceable to wars 
of other years. It seems reasonable to suppose that Congress would be forced 
into a declaration of an indefinite “state of war” in order to escape the peace- 
time ceiling. 

18. Adoption of these proposals would destroy the ability of the Federal Gov- 
ernment to retire its debt in prosperous times of peace when it should be re- 
tired. The income tax which through progressive rates permits a taking of a 
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large share of the national income in prosperous times, as compared with de- 
pressed times, would be unable to perform that important function. Inevitably 
we would go into debt both during periods of war and in depressed times, and 
denial of the income tax tool as an effective instrument for retiring that debt 
in good times would necessarily mean a never-to-be reduced debt, inflation and 
a decline in purchasing power of the billions of dollars in bonds held by patri- 
otic investors in their Government. 

19. In answer to the argument that a beneficial aspect of the amendment 
would be a restoration to the States of their rightful powers, the reply is that 
there is much talk but no evidence of the Federal Government having taken 
over any State powers or functions. Further, if there were, the restoration 
should not be effected through tax structure changes. The Federal-States rela- 
tions problem—if there is one—should be attacked frontally rather than through 
the back door. We have the election process for bringing about changes. 


TAX RATES AND INCENTIVES 


20. Closely akin to the preceding discussion on revenue (pars. 7 to 12) is the 
relation of tax burdens to incentives. One of the basic contentions of those 
who urge tax rate limitations is that the present high rates so curb the incentives 
of men to work and invest that the economy suffers thereby. The experience of 
the 1920’s is again cited as an example of how with declining rates the tax yield 
nevertheless increased. Opponents on the other hand deny such an important 
eause and effect relationship of high taxes and reduced incentives, point out that 
high taxes may actually create incentives, and again argue that the experience 
of the 1920’s in no sense proves the point. 


Proponents of the proposals argue: 


21. Ours is a capitalistic economy. We operate under a system of private 
enterprise and private ownership. Under the system, we have prospered and 
grown great even beyond all other nations. 

22. Our goal is for greater progress, a higher standard of living. We not 
only do not want to stand still or move backward; we want to move ahead. A 
steady continuous flow of private capital is the first essential to guarantee that 
progress we so desire. To assure the supply of private capital to start new 
industry and to make more jobs, there must first be persons and groups with 
the money to invest and, second, with an incentive to invest it. 

23. Excessive taxation can destroy our capitalistic economy. It makes difficult 
the creation. of new investment capital and discourages its investment in industry. 
Marx and Engels knew this when they incorporated in their Communist Manifesto 
two planks calling for (1) ‘“‘A heavy progressive or graduated income tax,” and 
(2) “Abolition of all right of inheritance,” as the way to destroy private capital. 

24. Tax rates levied on individuals now rise to a high of 92 percent. Even 
with a taxable income of $20,000, a single individual must turn over to the 
United States Government 62 percent of any additional dollars he may earn. 
Corporation tax rates rise as high as 52 percent plus 30 percent on excess profits. 
Thus it is that our taxes so eat up profits as to leave little incentive or ability 
to expand or even continue in business. High taxes are reducing the amount 
that can be saved for investment. We are indeed playing right into the hands 
of those who seek to destroy our economic system. 

25. Incentives to invest are reduced because for successful ventures the return 
after taxes is low; while for unsuccessful ventures the result is disastrous. 
Businessmen who view the cold logic of the facts will look for safe investments. 
They will look for tax-exempt State bonds, other high-grade public utility bonds 
and the seasoned securities of well-established big corporations. An alternative 
is the purchase of speculative securities with the hope of taking a capital gain 
rather than making an investment in productive enterprise. 

26. Small business is a major casualty of this condition. One advocate of 
the 25-percent tax-rate limit has stated the argument in this way: 
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“In the meantime, small- and medium-size businesses, seeking a chance to 
expand, to employ more people, to produce and sell more, find they can’t attract 
capital because of the tax laws, and with taxes so high there isn’t much of their 
own profits they can retain for expansion purposes. 

“This situation accounts for all the latter-day pressure to set up special gov- 
ernmental bodies to lend money to smaller business. If the truth were known, 
a reduction in income taxes would do more for smaller business than all the 
high-falutin’ schemes for Government aid.” * 


Opponents of the proposals argue: 

27. The claim of proponents of these proposed constitutional amendments 1s 
based on the assumption that present high tax rates have reached the point of 
diminishing returns. The argument is that the high rates so reduce economic 
incentives that both production and investment have become impaired. 

28. Perhaps the best argument against this is that for at least a dozen years 
we have had tax rates that by earlier levels may be considered high. During 
the last 7 years, since the end of World War II, we have had one of the greatest 
investment booms that we have ever known. Gross private domestic investment 
has averaged $42 billion a year for the last 7 years, and more than $53 billion a 
year for the last 3 years. 

29. Part of the explanation of this may be found in the desire which high 
taxes create in men to work even harder than before. Instead of reducing incen- 
tives, high taxes may have directly the opposite effect. In order to maintain 
or even increase an existing standard of living, people will work harder and 
assume even greater risks. 

30. It is also to be noted that spokesmen for the proposal tend to contradict 
themselves at separate points in their argument. While here they argue that 
incentives to invest are reduced and profits are eaten up in taxes, they point out 
at another point (in proof of the proposition that corporation income taxes are 
passed on to consumers anyway) that in comparable periods of low and high 
taxes corporations have maintained nearly a constant ratio between sales and 
profits after taxes (par. 39). 

31. Further the argument that high taxes still incentives ignores the fact that 
men work for more than money alone. Frequently nonmonetary factors such 
as pride of achievement, prestige, and economic power are considerations in- 
fluencing men’s actions far beyond tax rises or tax cuts. 

32. Finally, our economy at the present time is working very hard, and it 
may well be doubted whether tax cuts would lead men to work harder than 
before. In fact reduced effort might well be the result as reduced revenue 
yields created larger budget deficits and increased inflation, whose disruptive 
influence would far exceed the economic consequences of high taxes. 


THE WEALTHY AS PRINCIPAL BENEFICIARIES OF RATE LIMITATIONS 


33. Opponents of the rate limitation proposals argue that it is only the well- 
to-do that benefit from rate limitation and the greater the wealth the greater 
the tax reduction. They would benefit from the reduction of both the individual 
and corporation income taxes and the death and gift taxes as well. There is 
no denial by proponents of the mathematics of the situation, but they do argue 
that there are mitigating factors to be considered. The table below shows the 
present tax-take for certain levels of income and the amount of saving in taxes 
that would occur for individuals with incomes in those amounts. 


4 Frank E. Packard, Taxes, July 1951, vol. 29, p. 516. 
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84. Reduction in individual taw liabilities (from present law) under various 
tax limitation proposals 


Amount of saving in taxes 





Income after deductions but before exemptions 


Tax under 





present law Effective Marginal Marginal 

rate of 25 rate of 25 rate of 40 

percent percent percent 
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| | | 
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1 Level above which the 25 percent marginal rate is effective in reducing tax liability. 
* Level above which the 25 percent effective rate is effective in reducing tax liability. 
3 Level above which the 40 percent marginal rate is effective in reducing tax liability. 


Proponents of the proposals argue: 


35. Tax limitation will help some well-to-do individuals and some big corpora- 
tions, but they are not the main concern. The tax proposal is interested in help- 
ing all business and helping all employees by making it possible for business to 
operate profitably and create some jobs. Further, though maximum rates are 
Set under the proposal, there is no necessity that these maximums should also 
be the minimums as well. On the contrary, there may still be some progression 
starting perhaps with rates of 5 percent or 10 percent and graduated upward to 
the authorized limit. Further, consumers would be the beneficiaries of reduced 
prices that corporations would be able to charge as the result of reduced corpora- 
tion taxes (par. 39). 


Opponents of the proposals argue: 


36. At the present time, some 42 million single persons and married couples pay 
individual income taxes. Those in the lowest brackets pay 22.2 percent while 
those in the top bracket pay 92 percent on all income in excess of $200,000. The 
maximum effective rate at present is 88 percent. The proposal sponsored by the 
State legislatures would reduce the maximum effective rate from 88 percent to 25 
percent, while the Reed-Dirksen proposal would reduce the top bracket marginal 
rate from 92 percent to 25 percent (or 40 percent—if 25 percent is made the mini- 
mum—on a three-fourths vote of all Members of each House). If for the purpose 
of the discussion here, we take the proposal sponsored by the State legislatures, 
only about 450,000 taxpayers, or slightly over 1 percent of all taxpayers, would get 
any benefit at all from the proposal. No single individual without dependents 
would benefit unless he had an income in excess of $8,089. No married person 
with 2 children would benefit unless he had an income in excess of $20,000. 
Bachelors with an income of $1 million would have their tax reduced from $880,- 
000 to $250,000, a reduction of 70 percent. Further, large stockholders in corpora- 
tions would be the principal beneficiaries of the additional $13.5 billion melon that 
corporations would have to slice. 
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SHIFTING OF TAX BURDEN TO LESS WELL-TO-DO 


37. Opponents of the tax limitations proposals, in addition to charging that 
the proposals would relieve the well-to-do of much of their burden (par. 36), 
further charge that the burden shifted from the well-to-do would have to be 
imposed in large measure on the less well-to-do. Taxes based on ability to pay, 
they argue, would be superseded by regressive taxes. Proponents of the pro- 
posals argue that there should be no need for additional taxes to be levied to 
replace any revenue that may be lost. And further, since the greatest tax 
saving would be in the corporation income tax which is already largely passed 
on to consumers in increased prices, and any additional excises that might be 
levied would simply be replacing one type of tax with another whose incidence 
would be substantially the same. Looking at it from the other side of the coin, 
a reduction in corporate income taxes—according to proponents of rate limita- 
tion—would so reduce the cost of doing business to corporations that they could 
reduce their prices to consumers who would thereby indirectly benefit from 
the tax reduction. 


Proponents of the proposals argue: 


88. Taxation according to ability to pay, which is so strongly urged by pro- 
ponents of heavily progressive taxes, is more a political slogan than a scientific 
principle. Carried to its logical conclusion at the present time, it substantially 
means a reduction of all incomes to the same level—a goal of the Communists. 
Admittedly, there is no such harm in mild progression, but taxation today has 
moved far beyond anything that can be called mild. Those who would redis- 
tribute wealth must be careful that they do not destroy the basis of the wealth 
they are distributing. 

389. It must be realized that business taxes, including corporate income taxes, 
are at least in part passed on to consumers in higher prices. Admittedly we don’t 
know exactly how much but we do know that many businessmen consider income 
taxes a cost of business to be recovered in sales price. In this connection it is 
interesting to observe that while corporation taxes during the late 1940’s were 
three or more times the taxes of the late 1920’s, there is a remarkable similarity 
between the ratios of corporate profits after taxes to sales and other receipts for 
these two periods. The ratios are as follows: ™* 


Percent 
TO ania itt capi wins cs cde ett vin slag lading aad ape, 5.9 
I a ic cess ne ns esis es hk ote dcr thes Sis ta caseanas eats ela taiwan iam aaniiaa te cies 6. 4 
TAI ssn secon cena ene cael oe bt gi se cas allie at Raaalocligalratae abated a ae 6.5 
TG saint desea crepes ms dd tmp ttn laiens enone tne aliittaiasen lineata te ean mabe, 6.9 
RO in ast ct sp ees es es res en ten css ab dns case mle ppl la eee aiaad aan hha iad eae 8.1 
TN asinine cick tinea cc ts al ails ect de ila te iodide ae 7.4 
SE cassie ici minnie en dana gata tap icant aaa reeermaaateiaa aan ae ieee ee 6.8 
I ie esc gins eta ech cette tea ec acta cacao cabaans eae ane i en a 7.2 


40. Fears expressed by opponents of tax limitation that badly regressive taxes 
would flow from rate limitation are based on two erroneous assumptions. The 
first is that Government much continue to spend as it has been spending in the 
recent past, and the second is that neither proposal in its present form has any 
limit on income tax rates in time of war. It seems certain that the good sense 
of the American people and their elected representatives would avoid excessive 
use of the type of tax changes suggested by the opposition and would prefer 
instead to steer toward a restoration of a vigorous economy based on private 
capital rather than toward an enervating socialistic or communistic economy. 
Further, giving attention to personal exemptions, a 15-percent range in graduated 
rates (as permitted under the Reed-Dirksen proposal) still allows considerable 
progressivity (if we must have progressivity). For example a married man 
with two children and an income of $4,000 pays currently and would continue 
to pay a tax of $355, or an effective rate of less than 9 percent. With a maximum 
rate of 37.2 percent (i. e. 15 percentage points more than the minimum of 22.2 
percent) a married man with two children and an income of $1,000,000 would 
pay $369,547 or almost 37 percent. This is four times the effective rate charged 
on the lower income. So we can still have progressivity under these proposals. 





a 12Computed from the annual Statisics of Income, published by the Bureau of Internal 
evenue. 
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Opponents of the proposals argue: 


41. The discussions above (paragraphs 33 to 34, 36) have shown how the 
well-to-do would be relieved of their present tax burden. Elsewhere (par. 11) 
it has been pointed out that it is wishful thinking to believe that reduced taxes 
will yield the same or more revenue than the present taxes. 

2. Nor is there any real economic foundation for the argument that lower 
income taxes on corporations will result in lower prices to the consumer. The 
fact that the Government would be taking a smaller percentage of profit because 
of reduced taxes would have little or no effect on prices already calculated to 
achieve maximum profits. Lower taxes would simply result in business retain- 
ing a larger share of the profits. It is interesting to observe, too, the ever-present 
cry of business against double taxation. It alleges that corporation income is 
taxed twice, once to the corporation and again when it is distributed as dividends 
to the stockholder. If this be so, how can corporations at the same time so con- 
fidently claim that corporation income taxes are not borne by the corporation at 
all, but are shifted to the consumer in increased prices. They can’t be right 
on both counts. 

43. The alternatives to reduced taxes on the well-to-do is increased rates on 
lower-income groups, reduced personal exemptions, conversion of the (net) in- 
come tax into a gross income tax, higher or additional selective excise taxes, and 
a general sales tax. In every case this means greater regressivity in our tax 
structure. It means a movement away from taxes based on ability to pay. 
Further, critics of our highly progressive income tax rates fail to look at the 
overall Federal-State-local tax structure. They look only at the Federal struc- 
ture. When viewed in its entirety, our system is not so progressive as first 
impressions may indicate. 


OTHER ASPECTS OF FEDERAL-STATE RELATIONS 


44. Some aspects of the impact of the proposed amendments on Federal-State 
relations have been touched upon heretofore (pars. 18 to 19). The principal 
points to be elaborated upon here are that as a result of reduced Federal income 
taxes, States may lose some of the Federal aid now granted tothem. In addition, 
at their own expense, they may have to undertake functions now performed by 
the Federal Government. The result of that will be that they will need addi- 
tional revenue, and the argument is made that they can tap income and death 
taxes to a greater degree than at present. There is some feeling that it will 
not be altogether as simple as this. It is also pointed out that problems of 
overlapping of tax sources will be even more confused, and any hopes of tax 
coordination will be quite eliminated. 


Proponents of the proposals argue: 

45. One of the great problems facing the United States today is the great 
overexpansion of the Federal Government into fields which it should not have 
entered (par. 14). If the effect of a constitutional rate limitation is to reduce 
the revenue yield, then the Government would do well to abdicate from those 
fields of operations which the States can till as well or better than the Federal 
Government. It has already been observed that if the proposal accomplished 
nothing more than this, it could be deemed a success (par. 14). 

46. If the Federal Government removes itself from certain activities that the 
States will have to take over, of course more revenue will be needed by the 
States. They will be able to tap income and death and gift taxes in a way 
which has not been adequately available to them because the Federal Govern- 
ment has virtually preempted these taxes. We could also be assured that the 
States would not force us into the same heavy tax situation in which we find 
ourselves today because, fearing competition from other States, each State would 
bend every effort to keep its taxes to a minimum in order not to suffer population 
and business losses to States presenting a better tax climate. 

47. The threat that the States would suffer by reason of a reduction in Federal 
aid that would result from less revenue, is one that many States will look upon 
with favor. For some years now, more and more States have viewed with 
skepticism the conditional grants which are being made to them. They have 
begun to realize that the strings being attached to Federal funds, the increasing 
intervention of Federal officials in State affairs, the required appropriation of 
matching funds, have all raised severe questions as to whether or not Federal 
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aid has all been worthwhile. Further, since most tax revenue in any event 
comes from sources available to the 48 States, the States should raise and 
spend it themselves rather than through the Federal Government as an inter- 
mediary. It will be better when taxpayers are closer to the same government 
which both raises and spends the tax dollar. 


Opponents of the proposals argue: 


48. Furthermore, adoption of any constitutional amendment such as those 
being considered here would have serious consequences for the States. For 
example, in losing the income tax as its great revenue producer, the Federal 
Government would have to turn more and more to excise taxes which are now 
used extensively by the States. Federal aid would also very likely be an early 
casualty of reduced Federal revenue. Higher State taxes would be necessary 
and the States would find great difficulty in exploring further the income tax 
field. 

49. The thought that reduction of Federal income, death and gift taxes will 
make it possible for the States to develop these fields is subject to some qualifi- 
ations that do not appear on the surface. It should be noted first that several 
States are barred by their own constitutions from levying income taxes and 
repeated efforts to amend the constitutions have been unsuccessful. Second, 
high State rates may result in an undesirable interstate competition in which 
income-tax-free States publicly advertise their freedom-from-income-tax status 
and thus induce an artificial migration of industry from one State to another. 
Finally, the total Federal and State burden from income and estate taxes is not 
determined by adding the two sets of rates. Quite the contrary! Since State 
income taxes can be deducted in computing taxable income for Federal income 
tax purposes the result is much less than that which would be obtained by simply 
adding rates. For example, for a married man with two children, at the 
$200,000 level, the effective rate of Federal tax is 69.2 percent and the New 
York State tax is 6.1 percent, before taking account of the deductibility of the 
State tax for Federal tax purposes. However, the deductibility feature limits 
the combined liability to 69.9 percent. The burden of the State tax is thus 
reduced from 6.1 percent to 0.7 percent. This deductibility feature protects 
the States against competition from others having no income tax because at 
present the Federal Government, rather than the taxpayer, bears much of the 
burden of high State rates or any additional rates that may be levied. Simi- 
larly with respect to estate taxes, the State tax is now allowed as a credit against 
part of the Federal tax. This credit was inserted in the first place to eliminate 
interstate competition for wealthy citizens, and it has succeeded so well that 
today 47 States have some form of death tax. 

50. Finally, it is contended that Federal-State tax coordination will receive 
a death blow. With the States assumedly placing greater emphasis on income 
taxes and the Federal Government placing more emphasis on sales and excise 
taxes (a field of taxation already worked very hard by the States) confusion will 
be worse confounded. Any hope of the much desired integration of Federal and 
State taxes will be completely eliminated. 


DESIRABILITY OF CONSTRUCTIONAL AMENDMENT PER SE 


51. Proponents of the proposals want to assure success to their plan by writing 
it into the Constitution. Opponents on the other hand believe that, aside from 
the merits of limitation, the denial of such an important source of revenue should 
not be made so inflexible. It is difficult they argue to foresee into the future, 
and day-to-day tax decisions should be made by the Congress. The experience 
of constitutional tax rate limits in the States are viewed by both sides as support- 
ing their claims. 


Proponents of the proposals argue: 


52. Enormous pressures to spend are built up within a country as large and 


diverse as ours; these pressures are almost irresistible politically. A prima facie 
case can be made for many worthy objectives, and other less worthy as well, 
but what we have to realize is that there is an economic limit to taxation. The 
trouble with the thought that the answer is to elect Congressmen who will not 
levy economically excessive taxes, is that Congressmen are elected by the same 
people who make demands for spending that will benefit them as individuals 
far greater than the added tax burden which it is hoped will be borne by some- 
one else. With a constitutional limit on the amount of money to be raised by 
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taxes, there will be a limit also on what can be spent. Our legislators will be 
the better able to resist pressures that arise. In the face of the inevitable, 
realizing that Congress is not a source of unlimited funds to be raised by taxation 
of someone else, demands for spending will fall off. At the worst, they may be 
switched to the States where the local legislators will be better able to appraise 
local benefits in terms of the local cost. 

53. In spite of what is said about the errors of tax limitation in the States, 
the best answer is that they have worked, and the people have been able to resist 
strong pressures for their lifting. It shows how, when the benefits from spending 
are set off and compared by the people who have to bear the burdens of the taxes 
levied to finance the spending, these people are a little more frugal in their 
demands. 


Opponents of the proposals argue: 


54. A constitutional limit on the rate of income tax that may be levied by the 
Federal Government is a dangerous thing. The income tax has been the major 
source of Federal revenue. It is absolutely essential to meet revenue needs as 
they develop under changing economic conditions. The Federal Constitution 
sets up a framework within which the Congress should make its own day-to-day 
decisions, of which the rate of taxation is one. If we really believe that an un- 
economic rate of taxes is being imposed on individuals and corporations, the thing 
to do is to elect Congressmen who will levy the kind of taxes that will be best 
for our country. We cannot anticipate the revenue needs of the future, and we 
should not limit the power of Congress to meet those needs as they arise. 

55. We are well acquainted with the misguided tax limitations on property taxes 
and income taxes which are to be found in the constitutions of the States. They 
have tended to deny the affected units of the flexibility needed to cope with 
changing conditions. Hssential services have been curtailed. Reduced educa- 
tional services has been the price sometimes paid because of these limitations. 
Credit suffered, and many kinds of trick devices had to be resorted to in order to 
avoid the legal barriers. We shall see all these problems repeated if and when 
once more we go through an extended period of economic depression. 


x 








